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If, the Great Exhibition of 1851 John Tann 
gained the Prize Medal for the safe which is 
now to be seen at the Centenary Exhibition 


at the Victoria © Albert Museum. 


During the last hundred years the 
same pride in John Tann craftsman- 
ship has been maintained but the 
risks to be met have vastly increased. 
Only six years before 1851 John Tann 
had invented the fire-resisting compo- 
sition which still remains the principle 
upon which all fire-resisting safes 
depend, but at that time the risks of 
burglary were confined to the crudest 
forms of dismemberment. Modern 
“Tannsteel” safes, such as_ the 
example here shown, photographed 
at the Works of John Tann Limited, 
provide security not only from fire and 
impact, but also from high-explosives, 
the oxy-acetylene blowpipe, drills, 
circular-cutters and all the devices of 
the modern burglar. 


RS 


Teh ade UF aS: 


}- 


JOHN TANN LTD., 117 NEWGATE STREET, LONDON, E.C.1 


XXxii 





THE 


BANKER. 


Vo. XCVI JUNE 1951 


MR. H. L. ROUSE 


(pioneer in British bank mechanization, cho has been appointed a director of the 
Midland Bank on retirement from the chief general managership that he had held 
jointly with Mr. W. G. Edington) 





It’s better to count on Burroughs 


A BUSINESS that’s going ahead must of 
necessity be constantly creating new 
accounting problems. All too often, 
in one department, obsolete figuring 
methods prevent them being solved. 
Your growing business then _ finds 
itself paying in office overheads for 
the inefficiency, the bottlenecks, and 
the delays that make a mockery of 
careful budgeting. 

It’s better by far to wake up to 
modern methods of calculation now. 
There will be a Burroughs machine that 
exactly fits your requirements, giving 
vital facts and figures when you need 
them—and in the way vou need them. 

Burroughs have sound advice to 
offer in the use of these machines. 
Their long and varied experience is 
yours for the asking. 


GROUP TOTALS AND AUTOMATIC 
GRAND TOTAL 

Where a grand total of individual re- 

sults is required, the Duplex Adding- 

Calculator gives maximum speed, 

simplicity, and accuracy. Special 


features are: positive registration of 


full key values, a column lock that 
prevents operating errors, direct sub- 
traction without use of complements. 
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You can count on Burroughs 3 
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The new Burroughs factory at Sirathleven, Scotland, 
is now turning out an ever-increasing Suppir of 
modern business machines for home and overseas 
markets. 
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A Banker’s Diary 


THE past few weeks have been marked by a revival of discussion about the 
possibility of revaluing sterling—-of writing up its dollar value towards the 
level at which it stood before the 30) per cent. cut of 1949. 

No Magic It is not yet a particularly influential discussion, and cer- 

in tainly has not reached the stage at which it could be said 
Revaluation that revaluation is being “rumoured”. But as it has 
attracted some attention in the City it seems desirable to 
pint out some cogent counter-arguments that appear to have been wholly 
overlooked by the advocates of such a step. Their case stems mainly from the 
plausible contention that, since Britain is now suffering sorely from a severe 
deterioration in her terms of external trade, any step that might help to reverse 
that deterioration must bring relief. One weakness in this argument is its 
assumption that a country’s terms of trade are directly affected, in a strictly 
arithmetical way, by a change in the external value of its currency, whereas 
infact many of the prices at which it sells and buys are governed by conditions 
in world markets rather than by the number of units of its own currency that 
those prices represent. British export prices are rising now, and are expected 
to rise faster as the year proceeds—even if the average level of world primary 
prices is confirmed at the lower level established in recent weeks. The Economic 
Survey reckoned that in 1951 the same volume of exports as in 1950 would 
yield £430 millions more—a gain of 20 per cent. Do those who advocate 
revaluation really believe that if sterling were written up by a similar propor- 
tion, Britain could reap this gain twice over ? Could it both write up its prices 
in pounds, and then ask more exchange for cach pound ? Obviously, those 
exporters who were already charging what the traffic would bear would then 
have to reduce their sterling prices. The gain from revaluation would arise 
only in those cases in which exporters, through sheer conservatism, are charging 
less than they could; these cases may be numerous, but they are steadily 
diminishing. 

On the import side, much more significant considerations arise. The 
usual argument for revaluation is not that it will raise the real return from 
exports, but rather that it will erable a country to stop “ importing inflation ”’ 
—by saving its domestic public from the impact of rising import costs (or its 
Government from the rising burden of cushioning that impact by subsidies). 
This, however, is the very opposite of what is needed now: the reasonableness 
of Mr. Gaitskell’s budget stands or falls by the validity of its assumption that 
the steep rise in domestic prices resulting from the increase in import costs will 
enforce a substantial curtailment of the volume of consumption. On his 
reckoning, people will this year spend £630 millions more on consumers’ goods, 
yet will get £50 millions less for their money in real worth. No one has suggested 
that, if sterling were appreciated, the Chancellor ought to cut the cost of living 
subsidies to ensure that he still has the price-restraint upon consumption upon 
which his budget depends. But if he did not do so, a sterling revaluation 
would be merely a means of diverting an excessive flow of goods to consumers. 
The counterpart of this uncovenanted increase in consumption would be a 
reduction in savings (principally in the form of undistributed profits) by expor- 
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ters—ot invisible as well as visible exports. Instead of raising their prices jp 
terms of sterling, exporters would be selling at more or less unchanged prices 
(in a few instances, perhaps even reduced prices). The Exchange Control 
might get the same amount of foreign exchange, and conceivably a little 
more; but any gain to Britain’s economy would be more than offset by the 
dangerous swing of resources from savers to spenders. Because of the particular 
form of this year’s disinflationary effort—which prefers to allow rising prices 
to do the job that would otherwise have to be done by increased taxation (or 
honest retrenchment)—a revaluation, so far from helping Britain to avoid 
‘importing ”’ inflation, would be a strong inflationary force. 

Of course, to the extent that other currencies followed sterling, these argu. 
ments would not apply with full force. But this cuts both ways, and weakens, 
correspondingly, the arguments (such as they are) for revaluation. Finally. 
have those who advocate this step stopped to reflect how South Africa, which 
still pursues its vain quest for a higher dollar price for gold, would react toa 
reduction in the sterling price ? 


To the astonishment of the business world—and of all bankers of the rank 
and file—the Finance Bill revealed three measures against tax evasion that the 
Chancellor had not deigned to specify in the Budget speech. 

Threat For bankers—and for the general public, too, if it but grasped 

to the implications—-by far the most important and objectionable 

Banking = of these is a provision empowering the tax authorities to order 

Secrecy any bank (or any of its branch managers) to render a return 

of the names and addresses of all of its depositors to whom it 
has paid or credited interest to the amount of £15 or more in a specified year, 
disclosing also the amounts so paid. The Chancellor has since remarked in 
the House of Commons that he was surprised at the “ fuss ’’ the banks have 
made at this provision. “‘ Fuss” is a mild word to apply to the consternation 
that should be aroused by this blithe proposal to fire a blunderbuss at a fly 
in the middle of somebody else’s drawing room. The Chancellor must be 
aware that the number of deposit accounts in excess of £3,000 (the sum needed 
to bring in {15 a year in interest) can only be very small; but the banks will 
need to comb the whole range of deposit accounts in order to sort them out. 
In any case, if the authorities intend to proceed by regional drives (an intention 
that seems implicit in the wording of the clause), any unscrupulous person who 
is determinedly resisting income tax in this unremunerative way may still be 
able to slip through the net by spreading his accounts over different regions, 
and keeping each below £3,000. 

It is true that protests about breaches of personal confidential information 
have dogged the Inland Revenue throughout the 150 years of income tax 
history. But the difference between these previous breaches and that now 
proposed is a difference of very great degree. More personal and trade secrets 
are hidden in the books of banks than in those of any other business. It is for 
this reason that the banks have always rightly stood fast against every attempt 
to have these books opened up—except at the order of the courts. Battles on 
this point were fought and won both on the occasion of the Bank of England 
Nationalization Act and throughout the tortuous developments of exchange 
control. There has long been an obligation of the banks to open their books 
on the express order of the courts; but the principle that the authorities may, 
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rices in under proper safeguard, check up on the activities of accused law breakers 
| prices must be clearly differentiated from any such wholesale disclosure as this, 
‘ontrol whereby the affairs of the innocent come under scrutiny in order that a few 
1 little ouilty persons may—but only may—be located. There can be little doubt that 
by the this snooping, quite apart from its repugnant features in principle, will also 
ticular strike yet another blow at London’s status as an international banking centre. 
prices [t is probable, of course, that no sinister intent lies behind this sorry proposal ; 
lon (or it seeks merely to tidy up one very minor gap in the Inland Revenue’s defences. 4 
avoid But it is disquieting to find that so moderate and sensible a Chancellor as 
Mr. Gaitskell has wholly failed to grasp the peculiar significance of the banker’s 
* argu- pledge of secrecy to his customer—a significance that was successfully ham- 
‘akens, ueeed into Dr. Dalton’s head at the time of the Bank of England Nationaliza- 
inally tion Act. At this juncture in political history it is more than ever important 
which that great aye should not be made to curtsey to tidy minds. There is 
ct toa still time for the Government to recognize this proposal, like the kindred one to 


introduce a veto on the transfer of British companies overseas, as a mistake 
that can be retracted without loss of prestige. 


e rank 
rat the THE recent increase in applications to the World Bank for sterling loans is , 
peech | partly a sign of increased demand for British goods, but also partly a sign 
rasped that sterling has not yet strengthened sufficiently for borrowers 
onable World to be indifferent about incurring avoidable dollar capital 
» order Bank charges. The World Bank’s decision to raise its immediate 
return Issue prospective needs of sterling to meet these applications by 
hom tt floating a £5 millions loan in London, instead of by drawing on 
1 year, the British Government’s paid-up sterling subscription, also probably springs 
ked in from mixed motives. The Bank is no doubt genuinely anxious to familiarize 
S have the London capital market with its bonds, but it may also have suspected that 
nation | any request to the Treasury for a release from its ‘‘ 18 per cent.” subscription 
ta fly would have met with a chilly response. Whatever the reason behind the 1 
ust be fotation, however, investors have now been presented with a near-gilt-edged 
needed investment on attractive terms; the 3} per cent. 1966-71 stock chosen was a 
ks will issued at 97 and carried the joint and several guarantee of all member Govern- 
_ ments of the Bank (including those of Britain and the United States) up to 
mares the total value of their capital subscriptions. The six leading London merchant 
nw ho banks who originally acquired the stock thus wisely pitched the offer well below 
till be what the market might have borne at the time the issue was underwritten. 
a ts issue price gave it a gross redemption yield of £3 14s. 4d. per cent. to latest 
date; this compared with a gross redemption yield to latest date on 3 per cent. 
nation Savings Bonds, 1960-70 (the nearest comparable gilt-edged security) of £3 8s. 5d. 
is per cent. on the date that the flotation was announced and of £3 10s. 7d. per 
heed cent. on the day that the sale took place. Thanks to this latitude, even the 
aes considerable easing of gilt-edged that ensued did not prevent a large over- 
oe subscription of the issue. 
tempt In sharp contrast to many other national and international financing 
les = agencies that came into being after the war, the World Bank has so far proved 
igland aresounding success. It has irrigated a hungry world with nearly a thousand 
hange million dollars in the first five years of its existence. It is currently running at 
= a2 annual rate of profit of about $15 millions despite heavy administrative ~ 


charges. There has been no whisper of default of either interest or capital 
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repayments by any of its customers—indeed, the Bank has even lately bee, 
able to make a start in floating off its loans, on favourable terms but without 
guarantee, to private institutional investors in the United States. With the 
easing of the world’s dollar shortage it would seem logical that it should ncy 
start to extend its lending, especially to underdeveloped areas, in currencies 
other than that of the United States. It is possible, therefore, that the recent 
bond issue in London may soon be followed by similar issues in Switzerland 
(which has been tapped twice before) and in Canada. Mr. Black indicated at 
a press conference in London last month, however, that the Bank is likely to 
be deterred from floating issues in such countries as France by the high interest 
rates ruling there. 


LORD REITH was faced with a difficult task in presenting the Colenial Develop- 
ment Corporation’s report for 1950. He has discharged it admirably in a 
document that lays bare the bag of colonial all-sorts that he 
C.D.C. has inherited, but does so with only the kindliest minimum of 
Burns its implied criticism of his predecessor. Yet there is no disguising 
Fingers the fact that the whole tone of his comment contrasts stro mngly 
with that of the 1949 report and with the report given—when 
1950 was well advanced—by the Colonial Secretary to the House of Commons, 
The weaknesses and failures of the C.D.C., as now revealed, bear an unhappy 
resemblance to those of the Overseas Food Corporation. The report shows, 
for instance, that a major conimitment was accepted on the Gambia egg scheme 
without any soil test or pilot scheme—presumably in ignorance or defiance of 
local knowledge and history. It seems unlikely that this could have happened 
if those concerned in spending the money had been at risk themselves or 
answerable to shareholders or even local taxpayers. As it is, £450,000 of this 
investment in Gambia is written off in the present accounts, and a somewhat 
similar sum will presumably have to be written off next year—for, since pub- 
lication of the 1950 report, it has been announced that the venture is to be 
abandoned. 

The report shows that besides capital sums actually written off, and therefore 
included in the total loss of {1,330,124 for the year (which e xcludes provision 
for accruing interest on Coloni: al Office loans), ventures representing a further 
£44 millions are viewed with some misgiving. These include such major 
projects as British Guiana Timber (£1.7 millions), Bahamas Development ({1 
million) and Vipya Tung (£1.4 millions). Of the other ventures actually 
initiated by the Corporation, all but a small minority are still in the develop- 
ment stage. Some of them offer good prospects, including Lobatsi Abbatoir 
(£0.9 million), Bechuanaland Cattle ({£1.2 millions), Sw aziland Irrigation (£2. 
millions) and Usutu Forests ({1.4 millions); others, however, are obviously, 
and perhaps unavoidably, highly speculative. Perhaps the most profitable 
schemes have been the existing enterprises for which the C.D.C. has. provided 
additional capital; among these the most important is the Malayan Electricity 
scheme to which it has subscribed £3.75 millions in debentures. The net loss 
of undertakings that are sufficiently ler ‘aieneed to be running profit and loss 
accounts amounts to £211,210. 

It would be a mistake to assume that the C.D.C. must already be written 
off as an irredeemable failure. A high proportion of successes among the 
promising new ventures could still absorb the losses on the proved and looming 
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failures. And though the report mentions higher capital costs due to devalua- 
tion and so on, there can be little doubt that the prospects for investing in 
new primary producers have greatly improved in the last two years. But even 
if—and it is a very big if—the Corporation should eventually justify itself in a 
narrow financial sense, the question would still remain whether the organiza- 
tion in its present form is appropriate for the job in hand. That job is to apply 
a strictly limited amount of Britain’s available capital and a less limited 
amount of British brains and technology to secure the maximum economic 
development of the Colonies. Practical experience to date surely shows that 
the objections to the C.D.C.’s method of direct piecemeal investment are funda- 
mental. The immensity of the problem as a whole, its complexity and variety 
in detail, the peculiarity of each colonial territory with its entwined labour, 
fiscal, transport and public service problems—all these point to the unsuit- 
ability of an inevitably congested and remote control from London; there are 
some signs that the Corporation now recognizes this. It is true, of course, that 
the possibilitie s of devolution beyond a certain point are incompatible with 
London responsibility for the British taxpayer’s money; the failure of the 
Gambia scheme in fact is partly blamed on excess devolution of this sort. The 
C.D.C. report itself, however, points the way out of this dilemma. The Lagos 
Executive Development Board, a statutory body set up by the Nigerian 
Government, to which the Corporation is contributing a part of the finance 
and technical aid, and the Tanganyika Coalfields Investigation, also closely 
keyed in with the Government’s plans, both contain the rudiments of principles 
that should be capable of more extensive and refined application. Lord Reith 
should bend his great administrative talents to secure a redeployment of the 
resources at his disposal and allow the C.D.C. to concentrate henceforth on the 
provision of technical services; the British financial commitment could then 
be made via the Colonial Government concerned or through other types of 
local bodies answerable to local criticism. 


fue Industrial and Commercial Finance Corporation can now claim to be 
playing a useful and established réle in the London capital market. In the 
year to March 31 last, it made 84 new loans to a total value of 

LC.F.C.’s 45.8 millions; after allowing for loan repayments of {1.3 
Successful millions, its net advances outstanding rose by £4.5 millions to 
Year £20.3 millions. Although the Corporation, in the five years of 

its history, has had to make provision out of current earnings 

lor doubtful holdings to the tune of £865,000, it is now running at a profit and 
has built up a reserve of £500,000. All this suggests that it is striking a happy 
balance between the risks that it was set up to meet and proper financial 
caution. The fact that only half of its total investible funds of £40 millions 
has so far been utilized is, however, a sign that small and medium industrial 
private companies (to which over go per cent. of its loans must go) have not 
been avid for fixed capital in the post-war pe riod. Lord Piercy, the chairman 
it the Corporation, has estimated that nearly 75 per cent. of the Corporation’s 
sivihces may now be going towards the provision of working capital. A 
typical function of the Corporation to-day, in fact, is to strengthen the capital 
structure of small firms who would otherwise have difficulty in securing suffi- 
cient credit from their banks to finance work in progress and stock holdings at 


Present high price levels. This function, incidentally, may help to explain one of 
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the geographical oddities that emerges from analysis of the Corporation's 
accounts—the small volume of business that it transacts in Scotland. It is 
apparently the experience of the Corporation that Scottish banks tend to “ see 
their customers through’ without as rigid an insistence on conventional 
capital ratios as English banks still demand. It is also true, however, that 
regions outside London may have been relatively ‘‘ underfished ’’ in the past 
five years partly because decentralization of the I.C.F.C.’s activities is so far 
only in the exploratory stage. The Corporation’s first branch office was set up in 
Birmingham this year to remedy this tendency. 


Tue clearing banks’ statement for April showed a sharp—though probably 
temporary—reversal of the trends noticeable in earlier months this year. The 
£111 millions rise in net deposits, which was higher than any 

Sharp Rise increase previously recorded in April, had as its main counter- 
in part a £70 millions increase in Treasury deposit receipts and 
Deposits money market assets and a £30 millions increase in bank cash 
holdings. The latter increase, of course, also represented an 

increase in Government borrowing from the banking system and would have 
been openly shown as such if the authorities had acted more quickly in mopping 
up the temporary surplus of short funds that was caused by dividend and 
Milk Marketing Board disbursements on the eve of make- up day. Neither the 
visible trade figures for April nor the Exchequer returns give any clue why th 
Government should have had to borrow £100 millions from the banki ing system 


April, Change on 
1951 Month Year 
£m. {m. . 
Deposits tr ig 29.% 93.3 
“ Net ’’ Deposits * : 5918.7 110.8 


Cash oe - t 519.5 (8.48) 30.5 


Money Market Assets a f (30. - & 
Call Money =r 558. >. 23. 
Bills 


[reasury Deposit Receipts .. kee 205. (4. 61. 


Investments plus Advances . ree 3319.1 (54. 13.4 
Investments a ; ae 53.5 (25.: - 1.4 t $2. 
\dvances aa a ae 5.6 (28.3 - 12.0 + 135 


*After deducting items in course of collection. + Ratio of assets to published deposits. 


in the period covered by the April statement, compared with only £34 millions 
in the equivalent period of 1950. The explanation may lie merely in some 
temporary distortion caused by exceptional Exchequer transactions around 
the turn of the financial year. 

Even if this is so, however, it does not explain the second main surprise of 
the April statement—the fact that advances rose by only £12 millions during 
rig month, compared with nearly £37 millions in April, 1950, and £15 millions 

1 April, 1949. The upsurge of demands for finance to handle rising import 
pan, is certainly still continuing, and most observers in the City will assume 
that advances were also influe nced by unknown special factors in April—anti 
and unless subsequent clearing bank statements confirm last month’s surprising 
reversal of trend. 
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America Draws Breath 


HE American economy has at last slowed down to draw breath after 
 cimbing under the spur of the Korean outbreak, to heights far above 

those of even the last war. The gross national product in the first quarter 
of this year was running at an annual rate of $316 billions, compared with 
$270 billions last summer and $213 billions in 1944. But the Federal Reserve 
Board’s index of industrial production, which shot up from 199 last June to 
221 last January, still stood at only 222 in April. And the wholesale price 
index, which rose from 157 last June to 184 in March, seems to have levelled 
off at a little over 183, an example that is now being followed by the con- 
sumer price index. Corporate profits, after taxes, dropped during the first 
quarter of 1951 for the first time in many months. Retail sales have been 
falling since before Easter and inventories are piling up to an extent that is 
causing concern not only to shopkeepers but to manufacturers of the things, 
such as textiles and television sets, that are most noticeably affected. Auto- 
mobile output is dropping at last and so are new housing “‘starts.’’ The restric- 
tions put on mortgage and instalment credit in the autumn are slowly taking 
effect; the sum outstanding in instalment credit is down by about $500 millions 
from the peak level of last December. 

The consequent outcry from manufacturers of durable goods is an illustra- 
tion of the particular danger that threatens the American economy this summer. 
President Truman has warned the country against relaxation, and nowhere is 
that warning more needed than in the fight against inflation. For the danger 
is that the present breathing spell will be made the excuse for letting inflation 
grow altogether out of hand, instead of the opportunity for getting a firmer 
grip for the long pull that is coming. The country has now been given a chance, 
which it had little reason to expect and which Congress may waste, to take hold 
ofinflation in a way that the speed of developments left no time for last summer. 
There is a real danger that when the flood of new rearmament demands really 
begins to pour in later this year, the United States will have no proper 
mechanism ready to cut other sorts of demand to make way for it. In this 
case prices will bump upwards against, and through, their arbitrarily imposed 
ceilings, and unevenly distributed raw material shortages will develop far 
more swiftly than arbitrarily imposed allocation schemes can deal with them. 


DEFENCE GETS GOING 

So far the increased volume of demand since the Korean outbreak has been 
mainly anticipatory, a practice flight before the balloon goes up. The shortages 
in the shops and in the commodity markets last summer, and the price rises 
that resulted from them, came from increased buying to forestall expected 
scarcities. One of the reasons for the present respite, in fact, is that last 
year’s advance buying distorted the usual pattern of consumer purchases. 
The rise in industrial production has so far been due much more to increased 
civilian output than to the defence programme. And the fact from which the 
optimists take such comfort, that the Government is going to end its 1951 
fiscal year on June 30 with a surplus, instead of the deficit that was forecast 
last January, is explained as much by the unexpectedly low rate of military 
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expenditures as by the unexpectedly high rate of tax revenue. The former 
took longer than had been thought to get moving ; the latter was largely due 
to e xceptionally good corporate profits. 

The United States has, in fact, been tooling up for inflation, as it has for 
rearmament. But now the real thing is starting and Mr. Charles Wilson, head 
of the Office of Defence Mobilization, has warned the country that there will 
be serious economic dislocations from now until the beginning of 1952 and 
that the next year is the crucial period. After that the strain should be relieved, 
provided always that inflation has not prevented the programme for production 
increases from bei ing put into effect. At present only 8 per cent. of the gross 
national product is for defence purposes, but it will be 15 per cent. by the end 
of the year and 20 per cent. at the height of the rearmament programme, 
sometime in 1952; this compares, however, with 45 per cent. during the last 
war. Orders for about $26 billions worth of military equipment have been 
placed since Korea, and there is fully $50 billions more to come during the 
next twelve months. More important, from the point of view of inflation, 
actual expenditures on defence, now running at about $2 billions a month or 
double the rate of a year ago, are at last beginning to gather real speed. This, 
of course, will mean a flood of new purchasing power unaccompanied by 
additional supplies of civilian goods on which it can be spent. It is estimated 
that S40 billions will be paid out for defence purposes during the coming fiscal 
vear, twice the amount spent this year. The new obligational authority 
requested for the armed forces in 1952 comes to about $60 billions, without 
foreign military aid, but no one really expects this figure to be final. New 
international developments will almost certainly mean requests for supple- 


mental appropriations, quite apart from the fact that price rises, which are 
said to have put up the cost of rearming by 25 per cent. in the last four months, 
may perhaps do something of the sort Ait 


PRIORITIES FOR DEFENCI 

This large dose of military expenditure is to be poured into an economy 
that is already overflowing. With the armed forces nearing their goal of 
3,500,000 men and women in the services, civilian employment reached a 
seasonal peak of over 60 millions in March and only 2.8 per cent. of the civilian 
labour force was une mployed i in April. By the end of this year several million 
more workers will be needed for direct and indirect defence production. In the 
long run, it is believed, the most serious shortage the defence programme will 
have to face may be that of labour, particularly where special skills are required. 
For the moment, however, raw materials are a greater difficulty. The steel 
industry, running at over 100 per cent. of nominal capacity since the beginning 
f March, has been turning out more than 2 million tons a week. Yet even 
now almost any building requiring structural steel must be specially authorized, 
ind in April restrictions on the use of steel for consumer durable goods had to 
be imposed. They will become increasingly severe. In a few weeks’ time as 
much as 75 per cent. of steel output may have to be reserved for military use 
and essential civilian products. The amounts of most other metals, and of 4 
variety of chemicals and materials, that may be used for civilian production 
have been restricted, usually to a certain percentage of the quantity used in 
the first half of r950. The use of tin, nickel and some other materials in certain 
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types of goods ts prohibited and military contracts of all kinds have had priority 
rights ever since last autumn. 

These restrictions have been applied gradually, in order to avoid, as far 
as possible, industrial dislocations leading to unemployment during the con- 
version period; in this the authorities seem so far to have been remarkably 
successful. In July steel, copper and aluminium are to be brought under a 
full “ controlled materials plan ’’ and this should be in working order by the 
time it is really required, probably in the fourth quarter of the year. Industry 
is to make forecasts of how much of these materials it will need for military 
and essential civilian contracts, the forecasts will be related to the supplies 
available, and the limitation orders for non-essential durable goods will be 
tailored to fit the quantities of controlled materials left over. This at least 
is the theory; in practice it appears that even officials fear that civilian con- 
sumption may be cut back unnecessarily sharply and it is doubtful whether 
the essential civilian industries, such as railway wagons and oil well equipment, 
will be given as much as they think they need. 


THE ROLE OF PRICE CONTROLS 

The authority for these controls is contained in the Defence Production 
Act, passed last September and expiring on June 30. Fuller details of what 
has been done under it were given in the April issue of THE BANKER. There 
is not likely to be much difficulty in getting Congress to renew the industrial 
controls, although some concession may be made to the complaints of small 
business men that they are being left out of the defence programme. But 
when it comes to price and wage controls, which go hand in hand, the prospect 
is very different. These powers have a curious history. I[t is sometimes 
forgotten that Congress originally thrust them upon the President against 
his will, in order to calm the voters’ complaints about the rising cost of living. 
Three months later, in January, Mr. Truman was very glad to use the powers; 
no sternly anti-inflationary policy had been devised to mop up the flood of 
anticipatory demand, which in fact had not been foreseen, and the administra- 
tion tended to fall back on any controls that prevented its costed estimates 
for reaarmament from growing still more out of date. Since there may be a 
similar failure to devise an anti-inflationary policy for the new period of 
excess demand that lies ahead, Mr. Truman is eager to continue with these 
controls. But now that he really wants them, Congress is showing a dan- 
gerons inclination to withdraw them again. For the rise in the cost of living 
has been checked, although not yet halted, and the complaints now come 
from business men caught in the price freeze. 

Stabilization officials do not deny that the price freeze, in spite of some 
subsequent local thaws, has caused many inequities and has hampered 
some businesses severely. Injustices are unavoidable under the most carefully 
planned system of price control, and the gathering speed of inflation, and 
irresistible pressure from Congress and the public, forced the Administration 
to impose the present system in America long before the economic agencies 
Were properly organized and staffed to deal with them. The situation is 
gradually being sorted out: general regulations are being issued for groups 
such as retailers, manufacturers and importers, usually setting margins that 
may be added to costs, to relieve those who have been squeezed between the 
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prices they have to pay for their supplies and their permitted selling prices. 
These will be followed as soon as possible by individual regulations made to 
measure for each industry. 

The result of all this should, in the opinion of the Price Administrator, 
be that the cost of living can be held at a level not more than 5 per cent. 
above that of last January. Time will show whether Mr. DiSalle has over- 
estimated the extent to which he can play the Canute even with the full 
force of the law on his side. But, even if he has not, his hopes may be dashed 
by the limitations on his authority to control the prices of agricultural products. 
Congress does not permit ceilings to be put on foods and fibres at anything 
below parity, the price that guarantees the farmer a theoretically fair return 
for his crop in terms of the things he has to buy. This means that only meat, 
wool and cotton can at present be controlled, and the producers of these 
crops are deafening Congress with protests and with threats to curtail their 
output unless the ceilings are lifted. It therefore seems improbable that 
Congress will give the President the additional powers he wants over farm 
prices, even though all he has asked is permission to fix parity prices once 
a year; at present they move up and down with changes in industrial prices 
and it is therefore almost impossible to build a stable ceiling over farm prices. 
The difficulty of controlling the cost of living will be accentuated if, as the 
latest crop reports suggest, America has come to a break in the years of 
agricultural plenty. 

Labour has made it quite clear that as long as the cost of living is rising, 
it wil) not accept immovable wage ceilings—nor indeed could it be expected to 
do so. The situation is complicated by the “ escalator ’’ clauses in many 
labour contracts, relating wage increases to changes in the cost of living. 
The attempt of the Wage Stabilization Board to limit wage rises to 10 per 
cent. over the levels prevailing in January, 1950, caused labour to withdraw 
from the agency. The trade union leaders then walked out on the whole 
defence programme for two months, as a result of general disgruntlement and 
a not altogether unjustified feeling that their interests and advice were being 
ignored by the mobilization authorities. They have recently returned, not 
only to the Wage Stabilization Board, but to the Office of Defence Mobiliza- 
tion and other Government agencies. There is, however, no reason to suppose 
that the process of controlling wages will proceed entirely smoothly from 
now on. The latest signs are that any ceiling that is placed on them will be 
a flexible one—in an upward direction. 

































MONETARY AND FIscAL POLICY 


The Administration is, of course, aware that checks on prices and wages 
are only a superficial way of holding down the most politically troublesome 
consequences of inflation, not a way of checking inflation itself. To eradicate 
inflation it needs to rely on monetary and fiscal controls. Unfortunately the 
prospects on this front seem bleak. It is not yet possible to judge whether 
Congress will extend the controls on instalment and mortgage credit and so 
far it has not even been asked to increase the reserves that banks are required 
to hold, an increase that would give the Federal Reserve Board additional 
powers to limit bank loans. Now that the Treasury and the F.R.B. are no 
longer at cross purposes (a situation that is discussed in the following article of 
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this issue), the supply of money is becoming tighter, but so far the various 
appeals to banks to exercise restraint in le nding have had little noticeable 
result. Nor has there yet been any increase in personal savings, although 
it is too soon to say whether the steps taken to gr sat the redemption of 
savings bonds will be successful. 
The prospect that really effective anti-inflationary fiscal measures will be 
enacted seems even bleaker. It will be remembered that Congress increased 
ersonal and corporate income taxes and excess profits taxes in two Bills 
towards the end of last year, but that in his Budget message the President 
asked for a further increase of $16 billions in order to avoid a federal deficit 
in 1952. As this year’s budget position developed more favourably than he 
had expected, Mr. Truman reduced this request, for the time being at least, 
to $10 billions. But Congress, in its present mood, will certainly not give 
him so much; from recent indications he will be lucky to get $7 billions. 
Congress will equally certainly, however, try to balance the budget by cutting 
federal expenditures, and the House has aire ady begun to prune the various 
appropriations Bills. But the total non-defence domestic expenditure proposed 
for next year comes to only $20 billions out of a budget of $71 billions, and of 
that nearly $11 billions is to cover fixed charges—interest payments, veterans’ 
benefits and so on. So Congress is unlikely to be any more successful in 
making substantial economies at home than it has been on other occasions. 
It may do better when it comes to foreign aid; details of this have just been 
announced and requests for military and economic assistance together come 
to about $8.5 billions. Dissatisfaction with the Administration’s foreign policy 
will be the theme song of this debate, and probably of that on the defence 
appropriations as well. Senator Taft wants the latter cut by $20 billions—in 
spite of the fact that such a reduction seems even less compatible with General 
MacArthur’s foreign policy than it does with Mr. Truman’s. 


No Cuts IN INVESTMENT ? 

A third way, apart from monetary and fiscal discipline, by which America 
might make the way clear for rearmament orders would be by cutting invest- 
ment. This, however, plays no part in current American thinking. ‘For the 
Administration’ s long-term remedy for inflation is industrial expansion, on a 
scale that is intended to provide both guns and butter for everyone in 1953 
and to enable the defence effort to be continued for the many years for which 
it is likely to be needed. 

If national output can be increased by about 15 per cent. in the next 
three years, Mr. Wilson has publicly stated, the country can have both the 
defence programme needed for a garrison state and civilian consumption at 
levels higher than before Korea. The present mobilization is intended to build 
the armed forces up to a condition of permanent preparedness and to provide 
an industrial base that could be rapidly expanded in the event of all-out war. 
Reserve stocks of key items sufficient for the first year of total war are to be 
collected and facilities for the production of 50,000 aircraft and 35,000 tanks 
a year, and 18,000 jet engines a month, are to be provided. Other goals of 
this expansion are a steel capacity of 117 million tons a year, compared with 
105 millions at present, an increase of aluminium output from 800,000 tons 
a year to 1,300,000 tons, a rise of 30 per cent. in electricity capacity, at present 
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07.5 million kilowatts, and crude oil refineries that can deal with g million 
barrels a day, 1 million more than at present. This projected expansion is 
one that affects ann all branches of industry and so far most of it is being 
privately financed. The Government has, however, taken part, chiefly by 
granting certificates that permit accelerated tax amortization for new facilities 
when needed for defence; it has on occasion also guaranteed loans and some- 
times lent directly. 

It is perhaps in this that the central paradox of current Ame rican policy 
lies. The Administration’s panacea for countering inflation in the long run 
is, in brief, to run the risk of greater inflation in the short run by piling new 
investment expenditure on top of rearmament’s demands. According to the 
Department of Commerce, the amount that industry plans to spend on new 
plant and equipment in 1951 has gone up by over $2 billions since December 
and is now at the record figure of nearly $24 billions. This is 29 per cent. more 
than in 1950 and 24 per cent. above the previous record year of 1948. Allowing 
fer rises in costs, the physical increase will be about 20 per cent. 

It is impossible to say whether this policy of putting in a sprint at the start 
of a marathon will really work—though nobody should underestimate the 
sprinting power of the American economy. But it is important to note 
that the proposed increase in investment will not only mean a substantial 
addition to consumer spending at a time when consumer spending should be 
kept down; it will also use large quantities of steel and other materials at a 
time when they will be critically short. It seems quite probable, therefore, 
that the Government may decide that some at least of this industrial expansion 
will have to be spread over a longer period than was at first intended. And 
even when the new plants are completed, they cannot be sure of all the raw 
materials they need. Already there is a shortage of steel scrap, and it is 
doubtful whether iron ore will be coming in from the new mines in Labrador 
and Venezuela by 1953 in sufficient quantities to enable the steel mills to work 
full blast. The bottom of the manganese barrel is being scraped and that is 
only one of the many alloys and non-ferrous metals that are in short supply. 

ris consideration leads, of course, straight into what is perhaps the most 
nportant international economic problem to-day. Whether America succeeds 


in running a guns and butter boom, or whether it merely tries to run one, it 
is inevitable that its industry will seek to consume a higher proportion of the 
alarmingly static supply of world raw materials— especially metals. This 
seems certain to cause grave dislocation in other industrial countries. But 
those in Britain and elsewhere who complain that the United States is selfishly 
swallowing up all the world’s minerals in order to preserve its own standard 
of f living should not ignore the bright side of this situation. America’s present 
— guarantees the maintenance of a high level of American imports—the 

untry has had the unexpected experience of running an unfavourable balance 
of trade in several months since last August-—and it makes it probable that 
more American capital will be made available for the development of those 
backward areas that are rich in raw materials. Britain’s loss could well be 
the British Commonwealth’s opportunity. One of the most important economic 
objectives of the present age should be to see that inflation and other maladies 
in primary producing countries do not hinder that expansion of raw material 
production that both the short-term and the long-term outlook now seem to 


demand. 
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Federal Reserve and the Treasury 
By Burton C. Hallowell 


(Economic Consultant, Connecticut General Life Insurance Company and 
Assoctate Professor of Economics, Weslevan University) 


the Federal Reserve and the United States Treasury have arisen out of 

the difficulty of reconciling monetary policy and debt management policy 
in periods of inflation. The determination of proper policies would have 
perplexed the authorities under any institutional arrangement. The present 
arrangement, however, has contributed to bringing the principal issues to the 
public’s attention and has created collateral issues. The Federal Reserve, 
which was created by Congress in 1913 as an independent agency of Govern- 
ment, is charged with control over the availability and cost of money. The 
Treasury, which is part of the executive branch of the Government, is charged 
with management of the Federal debt. Monetary policy in the past was 
primarily concerned with commercial credits, but the growth of the Federal 
debt during World War I and the depression brought debt policy and monetary 
policy into close relationship, in America as in Britain. The rapid expansion 
in public debt during World War II made this relationship closer and more 
important, and America emerged from the struggle with a debt management 
policy under which the Federal Reserve found itself obliged to stabilize the 
prices of Government securities. This policy seriously reduced the effectiveness 
of the three principal instruments of general credit control available to the 
Federal Reserve—the weapons of open market operations, of increases in 
obligatory reserve requirements and of changes in rediscount rates. 

The essence of the problem is that the obligation to maintain a stable 
Government securities market takes the initiative in changing member bank 
reserves and demand deposits away from the Federal Reserve and gives it to 
holders of the Federal debt. In an inflation attractive opportunities for 
switching into other loans or investments are offered to bank and institutional 
holders of Federal debt. As long as the Federal Reserve buys securities at 
stable prices, the switching continues, member bank reserves are increased, 
credit is expanded through the alternative loans and investments, and a large 
potential in additional demand deposits is created. Open-market operations, 
whether for debt or credit management, are executed by the Federal Reserve, 
and are financed with central hank credit.* Open-market purchases expand 
Reserve Bank credit and create additional member bank reserves on which a 
multiple expansion of bank credit and hence of bank deposits can take place. 
(This procedure, it should be noted, varies somewhat from the British technique 
when “support ’’ is given to the gilt-edged market, since this does not lead 
to any multiple expansion of bank deposits; net purchases of securities by 
the British authorities will involve a corresponding expansion of commercial 
bank deposits, but bank reserves of cash will normally be expanded only to 
the extent necessary to support the additional deposits.) 


T ite disagreements that have characterized post-war relations between 





* Operations by the Treasury with its investment funds to intluence the Government 
Securities market are not common in America. 
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An increase in reserve requirements provides only a partial escape from this 
dilemma. The law limits these increases and this authority is now practically 
exhausted. More important, the banks as a whole can fairly easily meet higher 
reserve requirements and continue to make additional sales to the Fe .deral 
Reserve as long as the support policy is continued, because about 55 per cent. 
of their earning assets are in the form of Federal debt*; the only lasting effect 
of each increase in obligatory reserve requirements is that after the event a 
given volume of actual reserves will support a smaller potentz.al increase in 
demand deposits than would have been possible before it. Similar reasoning 
explains the relative ineffectiveness (except psychological) of increases in the 
rediscount rate. 

The loss of initiative by the Federal Reserve to change member bank 
reserves had comparatively little impact on prices during World War II as 
direct controls remained effective and there was willing co-operation by the 
banks. But in 1945-46 direct controls were de mobilized and the demand for 
bank funds was vastly accelerated. Despite this, the Secretary of the Treasury 
felt that “ stability in the Government bond market during the transition 
period was of vital importance’. He argued that discontinuance of this 
policy would increase the cost of Federal borrowing (7-15 per cent. of budget 
expenditures), complicate refundings and new money issues, diminish confidence 
in the public credit, and raise the cost to business of reconversion and expansion. 
[In addition, he considered that it was his primary responsibility to see that 
confidence was maintained in the Government's credit, and he tended to 
identify this with maintenance of stability in the Government bond market. 
This is ee in part by the fact that in each year after World War II, 
some 25 to 35 per cent. of public marketable debt was maturing each year, 
while uther 20 to 25 per cent. of the public debt consisted of outstanding 
savings bonds and other public non-marketable securities which were redeem- 
able on demand (usually with some loss of interest). The large conversions 
constituted a strong incentive to maintain low rates of interest and to secure 
maximum stability and certainty in the Government securities market, while 
the large amount of public non-marketable debt outstanding cautioned the 
Treasury in the same direction. 

Closely related to the “ confidence ’’ consideration was the view that 
support of the market would avoid upsetting confidence by protecting debt 
holders, especially the banks, against a depreciation in capital values. It was 
maintained in some quarters that there was an implied commitment to the 
banks by the Government on this score. A point that should be noted here, 
however, is that while the capital-deposit ratio of banks is somewhat lower 
now than before Pearl Harbour, the average maturity of Federal debt held 
by the banks has diminished. Commercial bank holdings of Government 
securities with maturities over ten years averaged about s per cent. of total 
loans and investments in 1941 and about 4 per cent. in the post-war years. 

Not only the Treasury but also the Council of Economic Advisers (C.E.A.) 
and the President appear to have believed that conversion from war to peace 
and the maintenance of high levels of employment warranted stability in 
interest rates at levels close to the war pattern. This view was closely related 








* This was the average proportion shown by all insured commercial banks in 1948-50. 
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to the feeling that any sharp rise in yields “‘ might bring about unemployment 
and deflation by interfering with the flotation of new priv ate securities ’’ and 
that “‘ any feasible rise of the yields on Governments would be so ineffective 
an anti-inflationary measure as not to be worth its cost ’ 

During 1945-49 there was a considerable area of agreement between the 
Federal Reserve and the Treasury. The Federal Reserve wanted to regain its 
initiative in controlling member bank reserves, but it did not wish to discard 
the 24 per cent. long-term rate. Both Mr. Eccles and Mr. McCabe testified to 
this effect before a Congressional Committee. Neither of these officials was 
willing to risk the possible repercussions on the economy “ if the vast holdings 
of the public debt were felt to be of unstable value’. Mr. Eccles clearly had 
in mind the repercussions on public non-marketable debt. This was also the 
Treasury view. Some Federal Reserve officials also felt that such long-term 
bonds as needed to be issued should be in a non-marketable form, and should 
be redeemable on demand prior to maturity only at a discount. There is no 
public evidence that the Treasury was in serious disagreement with this view 
and such a security was in fact sold for cash on October 1, 1947. 

The principal disagreement between the two agencies in this period con- 
cerned the timing and extent of an increase in short-term interest rates. Before 
the end of 1945 the Federal Reserve had made it clear that it wanted to dis- 
continue its preferential discount rate on Government securities and its % per 
cent. posted bill rate, and in April, 1946, the preferential rate was, in fact, 
discontinued without Treasury approval. It was not until July, 1947, that 
agreement was reached about increases in short-term rates to permit the 
Federal Reserve to launch out on a programme of credit restraint that re- 
quired small but frequent increases in short-term rates. Even then these 
increases were not always promptly agreed to by the Treasury. This was true 
also after the announcement by the Federal Reserve on June 28, 1949, that 
open-market operations would be based henceforth on “ maintaining orderly ” 
rather than ‘‘ stable and orderly ’’ conditions in the Government securities 
market. It should be emphasized, however, that the Federal Reserve’s main 
objective of policy in this period was me rely to immobilize short-term debt in 
the hands of existing owners. When the yield pattern is certain and the margin 
between long- and short-term rates is wide, there is a tendency to dispose of 
the shorts and buy the longs, because they are demand assets and more remu- 
nerative. When short-terms were sold to the Reserve Banks, bank reserves 
were increased and a potential multiple expansion in demand deposits created. 
Higher yields constituted some inducement to buyers of new issues to hold 
them and made holders of old issues more reluctant to sell because of the capital 
loss involved. Additional flexibility in short-term rates also had the merit of 
creating some uncertainty concerning long-term rates. There is nothing analo- 
gous to the Treasury deposit receipt system in the United States. Thus the firm 
lodgment of short-term debt is more of a problem than in Great Britain.* 

The resumption of rearmament in mid-1950 widened and deepened the 
area of disagreement between the Treasury and the Federal Reserve. The 
Treasury, confronted with the prospect of financing rearmament, felt that 








*It should be noted, however, that the recent policy of the British Treasury of switching its 
floating debt borrowings from T.D.R.s to Treasury bills has reduced the total T.D.R. issue to 
relatively small proportions.—Ep. 
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further “ tinkering ’’ with the Government security market was a “ question- 
able luxury ’’ no longer to be afforded. Now was no time for experimentation. 
Stability in Government securities was essential. Investors should be given 
certainty in the continuance of the existing pattern of rates. 

The Federal Reserve, alarmed at the inflation outlook, became increasingly 
concerned over its responsibilities in controlling bank credit. Believing that 
full advantage should be taken of the ability to move quickly in the monetary 
field, the Board’s initial reaction was to reduce monetization of short-term debt 
and permit the further increases in short-term interest rates that would result 
from such a policy under conditions of active demand for credit. If there was 
any disagreement about the 2} per cent. long-term rate at the onset of mobiliza- 
tion, it was concealed. 

The first public evidence of a clash of views occurred on August 18, 1950. 
The Board approved an increase in the rediscount rate of the New York 
Reserve Bank, and stated they were “ prepared to use all the means at their 
command to restrain further expansion of bank credit consistent with the 
policy of maintaining orderly conditions in the Government securities market” 
The Treasury on the same day announced the terms of the largest single refund- 
ing it had ever undertaken. Certificates and bonds to the — of $13.6 
billions, called for redemption on September 15 and October 1, were to i 
exchanged for a 1} per cent. 13-month note. The terms of this note were 
identical with those of the note used in the June and July refundings. This was 
an impasse. 

The solution decided upon by the Federal Reserve was an heroic one. In 
order to assure success of the refundings, it supported the market at existing 
levels for all called issues and at the same time, in order to offset the reserves 
created, sold other securities, principally short-terms, at declining prices. Much 
of the called debt fell into the hands of the Reserve Banks, although cash 
redemptions averaged 17 per cent. compared with the normal 6 per cent. 
The net effect of the operation was that short-term yields increased and cash 
redemptions were prevented from getting out of hand, but there was some 
increase in Federal Reserve credit. The Treasury recognized the higher yields 
in its weekly sales of Treasury bills and in its December and January re fundings, 
but another increase in Reserve credit was incurred because the refunding 
issue was not attractive to corporations holding the maturing debt. 

This experience revealed that in the second half of 1950 there was growing 
unrest in the Federal Reserve about maintenance of the 25 per cent. long-term 
rate. A ceiling on the long-term rate limited upward flexibility in short-term 
rates. Institutional investors were selling longer-term Treasury bonds to meet 
mortgage and other commitments and in Septe embe ‘r the Reserve Banks resumed 
purchases of long-term bonds for the first time during 1950. The Reserve 
Banks acquired over $2 billions net in Government securities during July- 
December and member bank reserve balances increased $1.2 billions. Although 
the Federal Reserve had raised short-term rates, clamped on selective credit 
controls, requested the banks to curtail loan extensions, and (at the end of the 
year) announced an increase in reserve requirements, bank loans increased by 
$8 billions and demand deposits increased $8.2 billions. 

The time had now come for the Treasury to fire its big guns in defence of 
its position. In a speech in New York on Janu ry IS, 1951, Secretary Snyder 
made that position crystal clear. While the Secretary had consented in the 
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postwar years “ as the economy became more stabilized ”’ to a gradual increase 
in short-term rates, he believed that “‘ beginning with... Korea . . . considera- 
tions calling for stability became tremendously important’’. The Treasury was 
“convinced that there is no tangible evidence that a policy of credit rationing 
by means of small increases in the interest rates on Government-borrowed 
funds has had a real or genuine effect in cutting down . . . private borrowing 
and in retarding inflationary pressures’. Furthermore, “in the firm belief, 
after long consideration, that the 2} per cent. long-term rate is fair and equit- 
able to the investor, and that market stability is essential, the Treasury Depart- 
ment has concluded, after a joint conference with President Truman and 
Chairman McCabe of the Federal Reserve Board, that the refunding and new 
money issues will be financed within the pattern of that rate’’. Inflation should 
be controlled by budgetary policy, selective credit controls, and some direct 
controls. Within a week Mr. Eccles, a Board member, unofficially expressed 
the view before a Congressional Committee that support of the Government 
bond market should be withdrawn unless Congress granted new powers to 
control bank lending. 

As the rift widened, the Council of Economic Advisers continued to support 
the Treasury. It put forward three main reasons for this support. First, it 
argued that expansion of the country’s productive capacity was of prime 
importance, and that this was facilitated by low interest rates. Secondly, it 
maintained that the Federal Reserve over-emphasized the need for curbing 
bank lending. The C.E.A. believed that an increase in the velocity of money 
rather than the quantity of money had proved the main impetus to higher prices 
since Korea (although, in fact, both velocity and quantity have increased). It 
also forecast that by mid-1951 debt monetization would be reversed since pre- 
sent large supplies of mortgages, corporate securities and others would decline 
as rearmament bit deeper, and non-bank investors would turn to Federal 
debt. Thirdly, and more generally, the C.E.A. argued that if it should prove 
necessary to curb bank credit, then the country should not resort to “ awkward, 
indirect, and indiscriminate ”’ methods but to “ direct control of the volume of 
credit ’’. 

On January 31, 1951, President Truman himself intervened and called the 
Federal Open Market Committee to a conference at the White House. The 
subsequent exchange of letters and the release of the conference record by 
Mr. Eccles did not alter the technical and economic issues at stake, but it did 
bring to public attention the important political issue of the independence of 
the Federal Reserve from the Executive. This issue cannot be discussed in 
detail here. The Federal Reserve is by law an independent agency not subject to 
the President. Monetary and debt policies, however, are nowadays so inextric- 
ably intertwined that some modus operandi needs be reached and maintained. 
The Douglas Committee (consisting of members of both houses of Congress), 
which investigated Treasury—Federal Reserve relations last year, concluded 
in its report that the Congress should strengthen the Federal Reserve and 
indicate by resolution its will ‘that Treasury actions relative to money, 
credit, and transactions in the Federal debt shall be made consistent with the 
Policies of the Federal Reserve’’. While this would fix ultimate authority, 
now lacking, it would not determine the proper policy. This will require un- 
precedented co-operation and patience by officials of the two agencies. 

On February 26 another White House conference was attended by repre- 
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sentatives of the Federal Reserve, Treasury, Securities and Exchange Com- 
mission, C.E.A., and the Office of Defence Mobilization. The President 
showed much concern about reconciling “‘ the need to maintain stability in the 
Government security market and full confidence in the public credit of the 
United States, and the need to restrain private credit expansion at this time ” 
He stated that means were available whereby neither objective need be 
sacrificed. He proposed that Secretary Snyder, Mr. McCabe, Mr. Wilson, and 
Mr. Keyserling should examine certain specific techniques with this view in 
mind. The techniques suggested were, first, the limitation of private lending 
through Government- -sponsored or voluntary action; secondly, the vesting 
in the Federal Reserve of powers to impose additional reserve requirements on 
banks; and, thirdly, the imposition of direct Government controls under the 
Emergency Banking Act of 1933, whereby member banks may transact 
busine: ss only under regulations issued by the Secretary of the Treasury with 
the approval of the Pre sident. The Secretary could delegate the administration 
of this programme to the Reserve Banks. 

Less than a week after this second meeting at the White House a stop-gap 
agreement was reached. On March 4 the Treasury and the Federal Reserve 
released a brief joint statement announcing “ full accord with respect to debt- 
management and monetary policies . . . to assure the successful financing of 


the Government’s requirements and, at the same time, to minimize monetiza- 
tion of the public debt ’’. Simultaneously the Treasury announced a new 
type of long-term 2? per cent. bond. The detailed terms of this issue were 
announced on March 8. The Treasury offered investors an opportumty to 
apply between March 26 and April 6 to exchange the bank-restricted 2} per 


cent. Treasury bonds of June and December, 1967- 72, into new 2¢ per cent. 
non-marketable, non-transferable obligations. The two outstanding issues are 
marketable but restricted in the sense that they cannot be purchased by 
commercial banks as such (until a future date). The new security is not 
directly redeemable prior to maturity, but owners have the option of exchanging 
it at will into marketable five-year 1} per cent. Treasury notes. At the interest 
rate levels now ruling this note would sell at a discount. The terms were 
well received and the exchange proved a success. Some $13.6 billions of the 
restricted issues was exchanged, $5.6 billions of them by the Reserve Banks 
and Treasury investment accounts and $8.0 billions by other investors, princi- 
pally institutional holders. About $6.0 billions remain in public hands. 

The exchange evidently was an attempt to prevent potential monetization 
of a significant portion of the long-term public marketable debt by making it 
non-marketable. The $13.6 billions exchanged, out of a possible $19.6 billions, 
accounted for 60 per cent. of all public marketable debt with call dates exceeding 
I5 years. The two issues concerned appear to have played an important réle 
in previous support operations; the Federal Reserve and Treasury purchased 
$14 billions of them between last September and last February. But investors 
in the new security must seek their liquidity in the market rather than at the 
Treasury. These developments, in short, should widen the area of manoeuvr- 
ability for the Federal Reserve in its control of bank reserves 

The day after the conclusion of this agreement the Federal Reserve with- 
drew its former unflagging support from the Government securities market, 
with the exception of support for the two issues eligible for exchange; three 
days later supports even for these issues were released. By March 13 all 
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restricted bonds but one were selling below par, at between g9 and Ico. By 
the end of March all ten restricted bonds (call dates 8 to 17 years hence) were 
selling below par at between 98 and 100, and in subsequent weeks market prices 
receded further. Although the Reserve banks and the Treasury (on behalf of 
the Postal Savings Account) were still substantial net purchasers in March, 
the fetish of par has clearly been abandoned. 

The “ full accord ’’ is generally interpreted as a “ step forward ”’ in recon- 
ciling debt and credit policies. There are, however, a number of unanswered 
questions. The most important of these is whether the Treasury will continue 
to abide by the “ accord”’. The new “ investment series” bond, the 23 per 
cent rate it bears, and withdrawal of the pegs (involving violation of the 2} 
per cent. ceiling), indicate that the Federal Reserve gained many points in 
the negotiations. Some gradual increase in the interest charges on the debt 
must be expected from a continuation of present policies. Moreover, the 
Treasury is now confronted for its June refundings with a market which, though 
“orderly ’’, is neither “stable” nor devoid of “ uncertainty’. Soon after 
the announcement of the accord, Mr. Thomas McCabe retired from the chair- 
manship of the Federal Reserve Board back to private business and Mr. 
William McChesney Martin, who had been the Treasury negotiator in the 
accord, was shifted from the Treasury to take his place. It will be interesting 
to observe the effects of this switch in the coming summer. 

Much will depend on whether debt monetization can be significantly reduced 
or halted by the present slight fall below par of bond prices. If it can, the 
“accord ”’ undoubtedly will prove more palatable to both the Federal Reserve 
and the Treasury. The Federal Reserve would regain its control over member 
bank reserves and avoid the direct restrictions on financial institutions suggested 
by the President on February 26. The Treasury would not incur much higher 
interest charges on the debt. 

Experience of open-market operations since early March has been promising, 
but not conclusive. Net acquisitions of Federal debt by the Reserve Banks 
in March amounted to $725 millions, of which $573 millions were bonds with 
maturities over ten years; in addition, the Treasury purchased a large volume 
of long-term debt for the Postal Savings Account. Some of these purchases, 
however, occurred before the pegs on the two issues eligible for exchange were 
released, and it is noteworthy that in the period from end-March to May 9 
long-term purchases amounted to only $480 millions, of which all but $95 
millions were made before April 18. It is significant, too, that the Treasury 
has announced that the $7,986 millions of 2 per cent. bonds, 1951-53, will not 
be called for next September; this is the first occasion that the earliest redemp- 
tion call has been omitted since 1933. Future prospects depend in part on the 
extent and speed with which new security issues now competing in the market 
are dried up either by the mobilization programme or by the fact that they 
can no longer be financed without capital losses by sale of Governments to the 
Federal Reserve. They also depend on the speed with which the Congress enacts 
hew taxes sufficient to balance the budget and to avoid new debt financing. 
Until answers to all these questions are forthcoming, it would be premature 
to assert that a workable solution for reconciling debt policy and monetary 
policy has been effected. 
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Why Did Britain Recover ? 
I— The Statistics Analysed 


ISTORY relates that when Columbus set out to discover America he did 
Hee know where he was going; when he arrived there, he did not know 

where he was; and when he came back he did not know where he had 
been. Very much the same verdict may be passed by future historians on 
Britain’s zig-zag journey along the rox id to recovery between VE day and 
mid-1950. Certainly these five years are likely to prove a most fruitful field 
for historians’ research, for they have witnessed the birth and teething troubles 
(following a war-time conception) of an entirely new approach to economic 
policy—a policy based on the “national income” approach and on the 
economic principles first formulated by Lord Keynes in the late 1930s. This 
technique of taking an overall view of the national economy is not a product 
of Socialist economics and should be sharply distinguished from the doctrines 
of the planned economy that the present Government has erected upon it. 
The new technique is just as much the originator of “ disinflation ”’, which is 
the present-day version of monetary orthodoxy, as of specific planning and 
physical control. Whatever happens to these latter doctrines, the “ overall ” 
approach to economic policy has come to stay. 

It is the more important, therefore, to examine how it has worked in this 
first major phase of post-war reconstruction—the phase brought to an end 
by rearmament, which henceforth holds the centre of the stage. This first 
article will assemble the relevant statistics, and attempt to translate them into 
‘real ’’ terms; the second article will discuss the important lessons that seem 
to be deducible from them. 

The broad objects of economic policy in the past five years emerge clearl\ 
from the most cursory examination of the statistics. In each of the last five years 
new resources became available, from either or both of two sources, for domestic 
consumption and the strengthening of the peace-time economy. The first 
source was the annual increment of production, which, at any rate after 
1946-47, consistently exceeded the forecasts made in successive Economic 
Surveys. The second source was the gradual switch to civil production of that 
large proportion of the nation’s resources that had had to be devoted, between 
1939 and 1945,to the waging of total war. The objective of post-war economic 
policy, succinctly stated, was to influence the apportionment of the annual 
additions to civilian goods between personal consumption, fixed investment, 
Government expenditure, the level of stocks and the foreign balance—and to 
ensure that the demands of the first three of these recipients were not s0 
voracious as to put an intolerable strain upon the last two. 


FAILURE IN 1946-47 
In the first two post-war years, 1946 and 1947, this objective was not 
attained. Tables I and II (which set down all the information on this 
point that is directly deducible from the National Income White Paper) tell 
the sad story in some detail. The British people emerged from the war having 
voted itself—in the shape of enlarged consumption, social services and develop- 
ment schemes—more income than it produced. The first effect of this attempt 
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to live beyond its income was a very rapid liquidation of working capital in 
1946—and this at a time when stocks at the factories should have 
been building up to enable peace-time production to get back into its stride. 
Despite the fact that industry (to judge from the London and Cambridge 
Economic Service’s index of production) was turning out 20 per cent. more 
goods at the end of 1946 than at the beginning of it, the physical decline in 
stocks and work in progress in that year is shown in Table I at no less than 
{165 millions at prices then current; it is not surprising that by the beginning 
of 1947 the pipelines were so empty, of coal as of everything else, that a snap 
of cold weather brought with it great industrial dislocation—and very nearly 
complete industrial collapse. 

It is true that there was—in fact there had to be—some improvement in 
working capital in 1947. The physical increase in stocks and work in progress 
in 1947 is estimated in the latest National Income White Paper at £140 millions 
lat 1947 prices). It should be emphasized, however, that the total value of 
stocks and work in progress on which this increase is calculated is believed to 
be in the neighbourhood of £4,000 millions. The increase in stecks and work 


TABLE I 
APPORTIONMENT OF GROSS NATIONAL PRODUCT, 1946-50. 
(£ millions at factor cost) 
1940 19047 1948 1949 1950 
Gross National Product .. = a .. 9,021 9,661 10,652 11,453 11,970 


Personal Consumption .. o3 re ~ aa 6,417 6,838 7,221 7,605 
Government Expenditure i ne a 2 2,050 1,804 2,012 1,993 
Fixed Capital Formation ie or te 1,625 1,878 2,014 2,084 
Physical Increase in Stocks * .. ws ee 140 200 215 115 
Foreign Balance .. ca - 545 — 30 + 30 + 229 
Adjustment for Indirect ‘Taxes on E xports) BG (- 26) (- 38) (- 39) (- 56) 


Toran ..  ..—..:~«-9,021~=—s«9,661~=:10,652—S«'11,453 11,970 


* Includes work-in-progress, etc. 


in progress in 1947 was therefore of the order of only 3 to 4 per cent.; this 
compares with an increase of 8 per cent. in both industrial employment (as 
recorded by the official returns) and industrial production in that year. It 
seems probable from these figures that there was again a decrease in raw 
material stocks in the factories in 1947; at all events, it is certainly true that 
these stocks remained at so low a level that there was still much “ concealed ’ 
unemployment (though naturally much less than at the peak of the industrial 
paralysis early in the year). 

More important still, the £305 millions swing-round in investment in working 
capital between 1946 and 1947 was achieved only at the cost of a £200 millions 
increase in the deficit on the balance of payments, and a profligate rate of 
depletion of the North American dollar credits granted to Britain in 1946. 
[In 1947 the overall deficit (on the new definition in the latest White Paper) 
amounted to no less than £545 millions—which was obviously more than 
overseas countries could be expected to continue to lend to us (even after 
General Marshall’s epoch-making speech at Harvard had been delivered in the 
autumn of that year). In effect, therefore, 1947 was a year in which Britain 
shifted the burden imposed by its attempt to do “ too many things at once ’ 
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from one weak sector of its economy—the level of stocks—to another weak 
sector—the external deficit—and still found that the strain was too great for 
either the foreigner or home industry to bear. By the end of that year, there- 
fore, there seemed to be no alternative left except to cut the standard of living 
sharply—whether by continuing inflation or by more deliberate measures. 


RECOVERY AFTER 1948 

Much of the secret of Britain’s subsequent recovery lies in the fact that this 
expected cut, which seemed implicit in the aims of the new policy of “ dis- 
inflation ’’, did not prove necessary after all. Politicians and others can 
ruminate on the social and political consequences that would have ensued if it 
had done; and economists may reflect (as an article in the April issue of THE 
BANKER has already done to some extent) how the effort at disinflation would 
have fared had it really had to contrive this sombre end. This article is con- 
cerned only with the reasons why the cut was avoided. There seem to have 
been three main reasons. First, the Government, which in this context virtually 
means Sir Stafford Cripps, screwed up the lock-gates against increasing con- 
sumption more tightly than most politicians—certainly most politicians on 
the Left—would have dared to dc. Secondly, Marshall Aid came to the rescue 
at the eleventh hour. And thirdly, and most important, from early 1948 
onwards physical production increased far beyond forecast. 

The first two of these causes must not be underestimated. Table II suggests 
that personal consumption received between 60 and 70 per cent. of the “ divi- 
dend ”’ from the increment of civilian production in each post-war year except 
1948, when it received only 33 per cent. Sir Stafford Cripps’s policy of keeping 

taxation up despite the natural run-down of war-time expenditure (soon 
offset, however, by the rise in social expenditure) was not the best policy that 
could have been adopted, and it was applied much more leniently than the 
Chancellor at first intended. But, in conjunction with other measures, it did 
prevent personal consumption from exercising pre-emption over more than a 
third of the new resources coming forward for productive use in 1948—and 
thus made it possible for 40 per cent. of these new resources to be diverted to 
the export drive. While it is true that this diversion, in so far as too many 
exports went towards soft currency markets, was not wholly beneficial, it is 
fair to designate that 1948 budget (and the Economic Survey of 1948 that 
pooeened it) as muntianted not only the first deliberate adoption of the new 
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technique in peace-time but also a decisive turning-point in post-war economic 
policy. It marked the end of the honeymoon phase—the phase in which 
Government and public (with only relatively few dissentients) thought that a 
great number of desirable things could all be achieved despite the wastages of 
war, and in which the Government and its supporters felt sure that its methods 
of planning and physical controls could easily and safely override the out- 
moded principles of the market-place, so that inflation was harmless so long 
as it was suppressed. Crippsian policy as enunciated in 1948 was in effect a 
recantation from these errors—a new admission that the rules of the market- 
place could not be abused with impunity. 

The second factor, Marshall Aid, should be regarded as a factor that made 
it possible for the increase in production to save the economy from collapse, 
rather than as a direct reason for the recovery—though it did, of course, exert 
direct effects as well, by ensuring a supply of scarce “ dollar’ materials. Yet 
Britain’s £169 millions of E.R.P. rece ipts in 1948 represented less than one- 
sixth of its net dollar deficit in 1947 and less than one-third of its overall 
deficit in that vear; at the Daltonian rate of external disinvestment, Marshall 


TABLE II 
APPORTIONMENT OF ANNUAL “ DIVIDEND” OF CIVIL PRODUCTION 
(£ millions at factor cost) 


1947 1048 1949 


Growth in gross product * ae —- ; i + O44 1,003 + 802 


Resources released by Government .. : ; 352 240 
Dividend ”’ for Rest of Economy... “i a 1,249 
Percentage of ‘‘ Dividend ”’ absorbed by: 7 
Personal Consumption rm ka 7 ea }- 6; 33 
Fixed Capital Formation .. a a 20 


Improvement in rate of stoc kpiling ~ 5 5 
Improvement in Foreign Balance of : 41 


* Including increase in British indirect taxes levied on exports 


Aid would thus have been simply a drop in a drain. But the fact that these 
{169 millions of dollars were coming in—and that the Government could 
rely on more to follow—meant that imports of dollar raw materials did not 
have to be immediate ly cut below the level needed for full employment. 
In the absence of Marshall Aid, such a cut would have been inevitable by 
the summer of 1948—and the recovery in production would not have taken 
place. Moreover, Marshall Aid made possible an increase in domestic supplies 
of those consumer goods that were most in demand (especially rationed food) 
even while restraint was being imposed on the public’s purchasing power 
over inessential goods and services, such as beer, tobacco and entertainment. 
It thus turned the degree of restraint of consumption in 1948 from what might 
have been considered a political impossibility into a state of affairs that was 
accepted without great demur. 


THE REAL GROWTH IN PRODUCTION 
What, now, of the increase in production itself ? This increase cannot, of 
course, be gauged from Tables I and II, since a varying proportion of each 
year's nse in the gross value of the national product, as shown in those tables, 
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was due to price increases (or, rather, to be accurate, to rises in domestic 
factor costs). The main difficulty in pet the past results of economic 
policy lies, in fact, in the difficulty of separating that part of each year’s rise 
in the money value of the gross product that was due to the insufficiency of 
disinflationary policy (because it permitted prices to rise) from that part of it 
that was due to the success of the production drive (which, in turn, was partly 
due to the fact that there had been some attempt at disinflation). To achieve 
this separation, it is necessary to translate the figures given in Tables I and II 
into real terms and constant prices. 

With very great reserve, an attempt to do this is made in Table III. The 
estimates of increases in real output between 1946 and 1949 are obtained by 
applying to the latest National Income figures the index of real production 
published last year by the Department of Applied Economics at Cambridge*; 
the similar estimate for the 1951 target increase is drawn from the recent 
Economic Survey (and converted roughly to 1948 prices), while the similar 


TABLE III 
ESTIMATED CHANGES IN REAL INCOME AND EXPENDITURE 
{ millions at 1948 prices 
1951 
1047 1948 L049 1950 Economic Survey 
Forecast 
{ncrease in output -s oF as 200 5 530 580 + 320 
Resources released by Government 
domestic expenditure. . iio re 300 ; 7 10 
Resources released by Government 390 
overseas expenditure . . ei ~ 215 ; 
Reduction in Income due to terms of 
trade .. ~~ oe me 3 140 


Dividend for rest of economy, : L 575 


/ 


(ncrease in: 
Consumption 
Fixed capital form ition 
Rate of addition to stocks oe 305 15 
Foreign balance 


BOTAL. .. re * (545) 760) (320) 


estimate for 1950 was secured by interpolation from the relative movement in 
the index of industrial production. The estimates of annual increases in real 
consumption (at 1948 market prices) and of physical increases in stocks are 
drawn straight from the National Income White Paper and from the Economic 
Survey for 1951. The estimates of changes in the real value of Government 
expenditure and fixed capital formation are obtained very roughly by con- 
verting the National Income White Paper figures to 1948 prices by means of 
the price index deducible from the relative movement of the money value and 
the estimated real value of the national income as a whole. Finally, the 
estimates for the swing-round in the foreign balance are drawn directly from 
official sources (without conversion to 1948 prices), but the reduction in real 
income resulting from changes in the terms of trade on either side of 1948 is 


* See Mr. W. B. Reddaway'’s papers in the Journal of the Royal Statistical Society, Volume CXII, 
Part IV, 1950, and in the Bulletin of the London and Cambridge Economic Service, August, 1950, 
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estimated, for each year, higher up the table. Changes in the terms of visible 
trade are directly deducible from official statistics; for the invisibles it has 
been assumed that net increases in British overseas income from dividends, 
interest and rents have been secured without extra British effort (i.e. through 
a favourable turn in the terms of invisible trade) but that net increases in other 
invisible income have been due to increased output of services for overseas 
customers. 

It will be seen that the estimates of the annual “ dividends ”’ do not corre- 
spond with those of the uses to which these “ dividends ’’ were put. Quite 
apart from the wide margin of error implicit in the whole calculation, there is 
at least one major reason why this balance is not achieved. It has already 
been pointed out that the estimates of consumption changes are drawn from 
the National Income White Paper at 1948 market prices; the estimates for 
increases in real output are in terms of 1948 factor costs. From 1946 onwards, 
there was a decline in the proportion of personal consumption that was 
accounted for by those goods whose market prices contain only a small element 
of factor cost and a large element of indirect taxes. In terms of factor cost 
(though not in terms of enjoyment) personal consumption may have increased 
between 1946 and 1949 by up to £200 millions more than is shown in Table ITI. 

Despite its obvious liability to error, Table III provides an interesting 
abstract of the course of Britain’s recovery. It will be seen that in 1947, when 
{515 millions worth of resources were released by the Government, including 
a large demobilization of manpower into more productive industrial use, output 
increased by only £200 millions. It can well be understood, therefore, why 
the authors of the Economic Survey for 1948, who were faced with the prospect 
of a release of only £340 millions of Government resources in the year, struck 
such a gloomy note. Nobody could then have foreseen that the increase in 
production following the ending of disguised unemployment (thanks chiefly 
to the growth of stocks in 1947), together with the temporary cessation of 
further worsening of the terms of trade, would make the “‘ dividend ”’ for the 
evilian sector of the economy in 1948 more than half as large again as in 1947. 
The restraint imposed on consumption and the cessation of the need to build 
up stocks allowed the greater part of this dividend to be diverted to the 
foreign balance. 

In 1949 the increase in production continued, and the better economic 
climate made it possible to divert most of the new “‘ dividend ”’ towards per- 
sonal consumption; the increase in Government domestic expenditure in this 
year (especially that on the National Health Service) was also largely con- 
sumption at one remove. Despite the devaluation crisis—discussed below— 
itis fair to say that the “ dividend ”’ in 1949, as in 1948, went broadly where the 
eet meant it to go. The same, however, cannot be said of 1950, when 

the Board of Trade’s policy of keeping internal and export prices low while 
imports -were restricted must bear at least part of the blame for the three 
unsatisfactory features revealed for the last year in the table—the deterioration 
in the terms of trade, the running down of stocks and the diversion of the whole 
ofthe dividend towards personal consumption and the foreign balance (although 
the latter did not really need it). The prospect for 1951 does not fall to be 
liscussed in this article, although the sharpne ss of the estimated swing-round 
‘om a positive to a negative ‘‘ dividend ”’ is worth noting in passing. 
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CAUSES OF THE DEVALUATION CRISIS 

One other facet of the recovery period needs to be illuminated in this 
statistical survey. It will be seen from Table III that the devaluation crisis 
occurred in the middle of what otherwise seemed to be the most rapid stage of 
the march towards recovery. Part of the answer to this apparent paradox 
can be found in Table IV below. It will be seen that in 1946 Britain was 
borrowing heavily from both the dollar and the non-dollar world, but that in 
each of the next three years it was lending heavily to the non-dollar world 
while still desperately tapping every source of dollars it could find. Between 
1947 and 1949 Britain’s net lending on non-dollar account (mostly, of course, 
to the sterling area) amounted to some {925 millions; its drafts on dollar 
gifts, loans and reserves amounted to some £1,450 millions. It is true that a 
good part of the £658 millions efflux of funds from Britain between 1947 and 
1949 (shown in Table IV as “ other non-dollar borrowing "’) took the form of 
a transfer of ‘‘ hot money’ to Australia and South Africa, and this did not 
add directly to the demands upon British resources; these transfers, however, 
puffed up the level of the sterling balances and thus disguised the true source 
of the ‘‘ sterling area strain’ on Britain in these years—the drafts on sterling 
balances for current use by India and other war-time lenders to this country, 
These drafts reached their peak between mid-1948 and mid-1949. 
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WHY DID BRITAIN RECOVER? 





It is tempting to argue from this that the devaluation crisis was an overseas 
sterling area crisis—indeed a non-dollar world crisis—rather than a United 
Kingdom one. There is some truth in this assertion, although, of course, 
Britain’s external payments would not have returned to recorded balance as 
quickly as they did if the Treasury had not in effect given India and others the 
money to buy British exports and thus set a glossy—and to this extent spurious 
—sheen on the overall figures set down in Tables I to III. It will always be a 
matter for debate whether these liberal releases were really motivated by < 
long-term plan to foster the sterling area in days of difficulty and thus kee : 
it together for the days of raw materials boom that lay ahead, or whether they 
were due to surrender to the blandishments of home producers who feared 
transitional unemployment (and thus were willing to jeopardize the valuable, 
though bitter, fruits of austerity at home by relieving the austerity of Egyptian 
Pashas). The probability is perhaps that the original policy of liberal releases 
was entered into under political pressure and in a fit of weakness; some at 
least of the subsequent excuses about ‘‘ maintaining sterling area cohesion ”’ 
and “‘ safeguarding full employment ’’ were probably ex post facto rationaliza- 


TABLE IV 
HOW BRITAIN MET ITS DEFICIT 
(Receipts by U.K., —; Lending by U.K., 
(£ millions) 
Total 
1940 1947 8 1949 1947-49 


Grants a a Nil - 30 154 — 322 
Borrowing on sterling balances .. Nil + 120 17. + 267 
Other non-dollar borrowing sla 97 t- 303 + & + 305 + 658 


n 
Dollar borrowing .. : in 301 - 786 101 — 939 - 
Decrease in dollar reserves ite - 54 152 3 —- 209 { 


Deficit in current account ; 344 545 i 30 


tions—by the economically self-conscious and the economically illiterate 
respectively. 

So much, then, for the record of Britain’s post-war recovery. It is, on the 
whole, a remarkably heartening one. By adopting the new principles of 

“national income ” approach to economic policy from 1948 onwards the ship 
of state sailed remarkably quickly away from the gathering storm—though 
not, perhaps, on the tack that its navigators had intended and not, certainly, 
for the reasons they had foreseen. The fortuitous confluence of wind and 
current had much to do with the great escape. But it would be wrong to argue 
from this either that the mode of escape was so lucky that nothing can be 
karned from it or that the principles of navigation followed were so successful 
that they can now be enshrined as tested and proved. 

In particular, the experience of the last five years seems to demand a new 
assessment—and sometimes a new definition—of such old bogeys as “ overfull 
employment ’’, the rigidity of central planning and the influence of State 
intervention on the direction of capital investment and the production effort 


aa whole. Some of these implications of the figures presented in this article 
will be discussed in a subsequent issue. 
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French Inflation Again 
By Charles R. Hargrove 


N the new fight with her old enemy, inflation, France has lost the first 
round: she has moved de ‘finitely on to a higher price level. This failure is 

not the less disconcerting because it was foreseen, because only part of the 
responsibility for it rests on French shoulders, and because in her retreat 
France has good company. For on the prices front, France has had to yield 
more ground than any of her major allies. And her power of resistance to 
further pressure is the weaker because of the imminence of a general election, 
the result of which defies all serious prophecy—except that it can contain little 
or no promise of firm and stable government. 

The extent of recent price increases is roughly mirrored in the official 
indices. A year ago wholesale prices were only 4 per cent. above the average 
of 1949; by last April they were 40 per cent. above it. The retail prices of 
household consumer goods are now 26 per cent. above their 1949 average 
against 5 per cent. a year ago. It may be that a relapse in the world prices of 
raw materials will soon ease external pressure on the domestic price level, but 
against this the recent general increase of between 10 and 12 per cent. in 
wage levels has not vet exercised its full influence on costs of production— 
still less on prices. For example, the price of steel, held stable for more than 
two years, has so far been raised by only 18 per cent., though manufacturers 
are clamouring for a 30 per cent. increase. Yet already the citizen finds 
himself paying considerably more than before Korea for almost everything he 
consumes—for coal, gas, electricity, postal and telephone services, for laundry 
and transport. In addition, his rent, under legislation enacted a couple of 
years ago, goes up automatically every six months, though even at the end of 
the process it will still account for a very small proportion of the total costs 
of living for the average family. 

There is some consolation for the urban dweller in the fact that food prices 
have risen since 1949 by about 20 per cent. at retail and 12 per cent. at wholesale. 
This consolation, however, will not last long. Even if the coming crops are 
reasonably good (and there is much uncertainty about this), it is clear that 
the farmer, well aware of his diminishing purchasing power, will insist on a 
very conside rable increase in the price of wheat for 1951-52. The Government 
has to fix this wheat price in August and the prices of other agricultural 
products will inevitably readjust themselves more or less to it. Already the 
British visitor to France finds food expensive. France is no longer the country 
in Europe where for the least money one can obtain the best meal. 

As prices mount, interest rates are tending to follow them—the more so 
because more and more savings are finding their way on to the free gold 
market. Loan issues by well-established industrial companies now find sub- 
scribers with difficulty at 7 percent. Gold bars, which can be freely bought 
and sold in Paris, change hands at over $7 an ounce above the American parity 
price and the /ouwts d’or commands a premium over the bar of between 30 and 
40 per cent. It is a commonplace in France that only Government scrip is 
now cheap. The Perpetual Three per Cents., which stood at 100 a month or 
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two after the Liberation, can be had for about half that amount. A recent 
calculation in a leading financial weekly showed that the investor could acquire 
more of these bonds with to-day’s paper francs than he could with the same 
number of gold francs forty years ago. On the other hand, to pay taxes or 
buy a suit he has to produce 460 and 320 1951-francs respectively for every 
one that he had to produce in 1914. 


firs pte 2 ; —— 

sa i The essence of France’s present problems lies in the fact that even before 

ire 1s 

f the the new upward spurt of world prices set in, France had not yet achieved the 
e 


treat price ree 1djustments made necessary by a long period of rapid currency depre- 
vield ciation. Now she is also having to suffer more than her due share of the price 


ce 4 inflation that besets the free world as a result of rearmament. It is true that 
e to 


thes she is sharing with her European neighbours in a production boom that has 
little recently lifted the industrial index to a new record level, nearly 40 per cent. 
above the pre-war average. It is also true that her balance of payments 
cial position seems to have eased; exports are currently almost equal to imports 
wae in value. But the fact remains that the strain imposed on France by high 
a a raw material prices and the new armament burden has found her with less 
com power of resistance than most of her European neighbours, and that for two 
me a fundamental reasons. Before the strain came her economic convalescence had 
teat not yet reached its final stage, and politically she was far from being able to 
- stand steadily on her feet. A hundred towns and a thousand villages testify 
shies the incompleteness of post-war reconstruction in its literal sense, especially 
tees reconstruction of private building property. In addition, less than three- 
nore quarters of the ambitious Monnet programme of modernization has been 
kode carried into execution. In the earlier post-war years the financing of both 
g he reconstruction and re- equipment tended to be borne largely by the Treasury, 
idry which, in those days, had incessant recourse to deficit finance. In later years 
a taxation rose sufficiently to restore something very near financial equili- 
dof | >rium—though only because the burden of an adverse balance of payments 
ale j was carried by American aid, whic h has now totalled over $2,000 millions, 
In these conditions of near-equilibrium production mounted rapidly towards 
i capacity, but the cost of previous currency inflation was paid for dearly by 
wre the nation in rise of prices, and the fiscal and social se curity burden has now 
oni become so heavy that it absorbed some 31 per cent. of the national income 
hat last year. Rearmament is now to make that burden heavier still. : 
nih _ This background explains why the immediate reaction of the French 
ent Government to the rearmament Crisis was to propose international control of 
oat the prices and distribution of raw materials and international pooling of re- 


the armament financing. The proposal fell flat, and by the end of the year 
M. Petsche, the Finance Minister, was acknowledging its failure before the 


uty National Asse mbly and admitting the inevitability of a certain measure of 
i inflation. At that time he es timated that the rise in the prices of raw materials 
‘old above pre-Korean levels need average only about 33 per cent. and argued that 
oe this rise by itself would lead to an increase of only about 12 per cent. in domestic 
ght price levels. The Government’s main task at that time seemed to be to prevent 
ty a further rise in prices being superimposed on this inevitable 12 per cent. rise 
al through an excess of internal demand over supply when the rearmament pro- 
<* gramme got into its stride. 

or The most obvious panacea was an increase in production. M. Petsche 


estimated, however, that available resources of energy and labour and the 





THE BANKER 


‘ rigidity of the mechanism of distribution ” limited the theoretically possible 
increase to between 10 and 12 per cent. above the existing level and the practi- 
cally possible increase to only 6 to 7 per cent.; even so, there would be little 
or no relief from inflation, because the new production might have to be 
diverted to military goods, while the resultant rise in earnings would further 
augment demand for consumer goods. M. Petsche agreed that a policy of 
importation en masse might lessen the strain in the immediate future, but 
pointed out that the balance of payment position would not permit an unlimited 
import spree. The question therefore arose whether or not recourse should be 
had to “ direct and generalized controls ’’. The Minister’s reply to this question 
was an emphatic negative. He argued that controls must be ruled out because 
of France’s unhappy experience with them in the past. With this statement 
and with the dictum that a return to currency inflation was as unthinkable 
as a return to a managed economy, M. Petsche fell back on the remedy of 

discipline in freedom ’’, with reliance on the allies for essential supplies of 
raw materials. 

Although accompanied by certain obviously necessary restrictions on the 
export and utilization of certain materials, that policy of “ discipline in 
freedom ’’ has broadly been followed to date. It suits the mood of the vast 
majority of Frenchmen, who have no stomach for governmental controls, 
and it suits political conditions preceding general elections. Despite its first 
reverse, in the general move to a higher level of prices and wages, it is still 
the policy most favoured in high quarters. French Government spokesmen 
still express the hope, if not the conviction, that though further ground may 
have to be ceded to price inflation, there need and can be no such rout as was 
witnessed in 1945-48; the far higher volume of production and productivity 
in present-day France, they argue, will prevent a return to the full horrors of 
those bad years. 

There is some ground for believing that the French situation may be more 
hazardous in the long term than in the short. To date the burden of rearma- 
ment has been light. The total of military expenditure in the current year 
has been officially estimated at 8.5 per cent. of the national income and dis- 
bursements on rearmament proper - 2.5 percent. The rearmament programme 
is reckoned at ro per cent. of budget receipts, excluding American aid. The 
requirements in raw materials amount to not more than Io per cent. of total 
requirements, civil and military; the relevant proportion is 20 per cent. in 
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the case of nickel but only 3 per cent. for motive power and 2 per cent. for steel. 
In the present year, in conformity with the principle of limiting investment to 
indispensable weapons of a non-specialized character that can be speedily 
produce d, only 10 per cent. of the sum earmarked for manufactured materials 
is being devoted to investment, and of that half goes to the State arsenals. 
Of the conversion of private industry there is little mention yet. But in the 
longer term, France is officially committed to a three- -year programme of 
rearmament involving expenditure in metropolitan territory of Frs. 2,100 
milliards. Half of this expenditure will be on personnel, maintenance and 
administration and half of it on investment for arms production. Three 
years from now, France should have created 15 new divisions of infantry, and 
28 groups of fighter aircraft, plus 24 of tactical aircraft, with a personnel of 
120,000 against the actual 67,000. Yet in the current year, in which rearma- 
ment is only in its beginning, the budget already shows an excess estimated 
expenditure over revenue of several hundred milliards of francs—and this 
despite the fact that expenditure estimates were drawn up at lower price 
levels than are likely to prevail. It is hoped to meet the deficit by 
raising loans, but these will not be easy to float and will in any event be costly. 
What, then, will be the situation in 1952 and 1953 when military payments will 
be much heavier than in 1951 ? 

That was the question raised repeatedly in Parliament before prices and 
wages had begun to move upward. It was raised again during the dilatory 
debate on the 1951 budget which was brought to an end only after five months 
of the financial year had passed and after the abandonment of a Government 
proposal to raise Frs. 50 milliards by extra taxation. So far there has been no 
answer toit. The decision has clearly been taken to avoid such painful problems 
until a new Parliament is elected and a new Government is installed. When 
that new Government comes in it will have to make up its mind to finance 
rarmament either through imposing new restrictions on consumption, thus 
cutting the standard of living, or by ruthlessly slashing the programme of 
re-equipment and development in industry and agriculture, which has already 
been reduced below the scale contemplated in the Monnet Plan. The only 
other alternative, that of calling a halt on the rebuilding of houses, is regarded 
as politically impossible, for the housing scarcity in France is probably more 
acute than in any other country in the free world. 

According to the budget estimates the shrinkage of investment in 1951 
below the 1950 level already amounts on paper to Frs. 40 milliards; the real 
cut is much greater than this when allowance is made for the higher costs of 
labour and material. Moreover, the original targets of production set by the 
Monnet Plan had already been sacrificed even before Korea. For example, the 
production of coal last year amounted to 52 million tons against 65 million 
tons written into the Plan, and the production of electricity was only 31 
million kilowatt hours against 37 millions in the Monnet Plan. And yet the 
need of coal and electricity will be even greater in the next five years than 
M. Monnet could have foreseen in 1946. The spokesman for the Economic 
Affairs Commission in the National Assembly has therefore emerged as the 
leading advocate of the thesis that it would be folly to cut down investment 
inthe mines; he pointed out recently that the high cost of current imports of 
American coal involve a subsidy of Frs. 25 millierds this year. His line of 
agument is being applied with equal force to the development of France’s 
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magnificent resources in water-power. It can be—and is being—broadened to 
support the general thesis that rearmament will be served no less by improving 
and extending capacity of production than by putting into uniform men who 
would be largely depe ndent for their arms on foreign charity. It has been 
carried, indeed, to its logical issue in a recent pronouncement by the Economic 
Council, a body established under the new Constitution, which proposes a new 
development plan that would cost Frs. 1,150 milliards (about ten times the 
amount allotted for investment this year) over the next few years. 

The Council, in advancing the plan, implied that it could be financed only 
by an easy credit policy, by the multiplication of State loans of one sort or 
another and by liberal treatment of companies for tax purposes, especially as 
far as allowances for depreciation are concerned. It is clear, of course, that 
such a policy would run wholly counter to the needs of the rearmament pro- 
gramme. Yet it is a policy that is fast gathering support, and not merely 
among the Communists, who, of course, have always argued that there should 
be no rearmament, that investment should be intensified “‘ on the Soviet scale ” 
and that its cost should be borne by the well-to-do. The advocates of austerity 
after the British example are rarely heard in France, and seem as little likely 
to be heard after as before the elections. In the great debate on the military 
estimates last December, as in the more recent debate on the budget proper, 
there were ten speakers to deplore the idea of reducing investment and agricul- 
tural and industrial development plans for one who dared to proclaim the 
necessity of restraining consumption. M. Mendes-France provided the out- 
standing exception, but he, too, sternly criticized the Government’s policy, 
which, he said, had left France far behind other European countries in the 
race for production. He argued that France had devoted too little to invest- 
ment and had invested that little wastefully, and went on from this to stress 
the necessity of cutting down consumption. He was very quick to add that 
it is the consumption of the masses, not of the middle classes, that should be 
sacrificed. 

In the end, through the logic of events, both masses and classes will find 
themselves involved in sacrifice unless the rearmament programme is sacrificed. 
But it is an open question whether that sacrifice will be imposed directly 
through taxation and controls or indirectly—and much more painfully— 
through inflation and rising prices. Neither Government, Parliament nor people 
has yet faced up to this problem ; they will have to do so soon. 
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Euthanasia for the Swiss Rentier ? 


A Case-Study of Keynesian Prophecy 


plicated and commonly misunderstood. They are, howeve Fr. problems 

that deserve close attention in this country, not only for their own sake, 
but because they mirror difficulties that may well begin to crop up in other 
capital markets—peace and full employment permitting—by the end of the 
present decade. Between 1945 and 1950 most people in this country looked 
upon Switzerland as a haven of stability and prosperity. Stability and pros- 
perity, however, are conditions that bring their own problems with them 
and some of these problems, as Lord Keynes and other “ visionary "’ theoretical 
economists in the 1930s continually — isized, are likely to be particularly 
pressing on bankers and others who live by lending money. The experience of 
Swiss rentiers in the past five years therefore deserves study by all investors 
in this country who, while looking out on a troubled world and taking active 
precautions against the worst, also feel that they should not neglect to make 
at least some preparations for the best. 

The capital market problems that are likely to aris> from conditions such 
as Switzerland's in the past five vears were aptly summed up, before the event, 
in the well-known thesis in Lord Keynes’s General Theory that a prolonged 
period of full employment must tend towards virtual © cuthanasia of the 
rentier’’. This argument was not based, as some have supposed, on the belief 
that the creeping rise in prices, which seems an inevitable concomitant of full 
employment, would bear hardly on those with fixed incomes. Keynes’s point 
was the much more subtle one that the level of investment that is needed 
tomaintain full employment is likely, in normal times, to be rather higher than 
the level of investment that would be profitable without fallin x interest rates. 
At any one time, he argued, there is a certain volume of investment that is 
profitable at each ruling rate of interest. If the level of investment needed to 
maintain full employment is higher than the volume of currently profitable 
investment, then a country following a full employment policy must ensure 
that the rate of interest falls. It need not fall steadily, for the quantum of 
profitable investment itself will expand or contract Over time—according to 
investors’ varying expectations about future prices and profitability, and 
according to the varying rate of replacement needs and of technical invention. 
But Keynes himself was very confident that the long-term sag of the zig-zag 
curve would be down rather than up. And it is precisely in his long-term 
judgments that Keynes was most usually right. 

It is not surprising that bankers and economists outside Switzerland have 
tended to lose sight of Keynes’s warning during the last few years. Ever since 
1945, in almost every country that was engaged in the war, the annual quantum 
of investment that has been profitable at rates of interest that Governments 
have considered to be bearable (from their own viewpoint as managers of the 
public debt) has been well above the annual quantum of investment necessary 
to maintain full employment. As a result, investment has usually had to be 

“Tationed ’’ by means other than—or additional to—the price of credit. 


T pi problems now confronting the Swiss capital market are both com- 
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The reasons for this pressure of investment demands are not far to seek, 
To list them in the order that has perhaps been most noticeable in Britain, 
they lie mainly in the special re-equipment needs arising from under-investment 
in the war and in the pre-war depression; in rebuilding and repair work made 
necessary by physical destruction itself; in the increase in Government invest- 
ment and in the social services; in the march towards equalization of incomes 
(which has reduced the volume of personal saving coming forward to finance 
investment at a given interest rate); in the increased profitability of certain 
lines of domestic endeavour following the change (disguised, at first, but overt 
after the devaluations of September, 1949) in relative world currency values; 
and in the forward gallop of technical, and especially scientific, innovation, 
Many of these factors had piled up a vast backlog of potential demand for 
investible funds by 1945. It is a matter for debate how fast that backlog was 
being made good before June, 1950, but since then rearmament has made its 
own large addition to the demand for investible funds, and this addition, by 
leading to the expectation that prices must rise, has brought a new queue of 
other customers into the market for capital goods. 

The dominant reason for the strength of the Swiss capital market since the 
war lies in the fact that Switzerland, almost alone among the advanced financial 
countries of the world, had not accumulated any backlog of investment needs 
by 1945. Ever since Switzerland began to emerge from depression in 1935, 
in fact, the annual rate of domestic investment has been rather greater than 
the rate of growth of new investment opportunities and of replacement needs. 
In other words, while real investment needs in other countries since 1945 have 
been so large that efforts to provide enough savings to meet them have some- 
times looked to the despondent rather like programmes for pouring water into 
an empty sieve, Swiss investors have faced the opposite problem of trying to 
pour more water into a bucket that was already full. 

Since Switzerland has not followed a deliberate ‘‘ full employment ”’ policy, 
this tendency for the potential demand for domestic savings to lag behind the 
potential supply of them would normally have led to deflation and unemploy- 
ment. Two fortuitous developments, however, have prevented this from 
happening. The first of these is that thepotential excess of supply over demand 
for capital in Switzerland has been swallowed up by the actual excess of demand 
over supply in the outside world. In other words, Switzerland has been forced 
into a position where it has run a considerable export surplus. The counterpart 
of this surplus has been taken up not mainly in profitable external lending (for 
reasons explained below) but in imports of gold; Switzerland’s gold holdings 
rose by nearly $1,000 millions, to $1,504 millions, in the ten years to 1949— 
no small increase for a country whose total national income has never amounted 
to more than $4,000 millions. After the worldwide currency devaluations of 
September, 1949 (in which Switzerland did not take part) the export surplus 
tended to fall off; as a result, unemployment rose from 0.8 per cent. of insured 
workers to 4.9 per cent. in four months—far more than the usual seasonal 
winter-time increase. 

The second reason why unemployment did not increase before September, 
1949, seems to have been that institutional developments inside Switzerland 
tended to bring a greater proportion of total domestic savings to the capital 
market; these additional offerings of funds on the market tended to bmng 
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down the “supply " price of capital in line with the fall in the ‘‘ demand ”’ 
price for it-—that is, the price at which additional investment projects become 
worth while. In other words, institutional changes automatically brought 
about the cheap money that would otherwise have had to be contrived by 
Government action if full e mploy ment was to be maintained. Switzerland has 
always been peculiarly well equipped with the institutional machinery necessary 
to iealide domestic savings to productive use—and, indeed, to suck in external 
capital for the same purpose. Total deposits of the big commercial banks, now 
running at between Sw. Frs. 7 and 8 billions, do not bear a much smaller ratio 
to national income (approximately Sw. Frs. 17 billions) than commercial bank 
deposits in Britain; in addition, the cantonal banks, which mobilize local 
savings for local use (especially for mortgage credit), hold deposits of approxi- 
mately Sw. Frs. 10 billions, and a bevy of local small, medium-sized, co- 
operative and savings banks mobilize funds of the same order of magnitude. 
All these banks are well suited to draw into productive use the increased 
savings generated from a rising national income; there is very little of the 
‘money in a stocking ’’ mentality about the Swiss peasant. In addition, 
Swiss investment trusts (which, admittedly, are largely concerned with foreign 
investment), Swiss insurance companies and private pension funds have all 
increased their activities greatly in recent years and all have borne down upon 
the local capital market, with increased funds. Finally, the compulsory Old 
Age Insurance scheme (introduced in 1947) has been annually seeking invest- 
ment outlets for a quite considerable surplus. 

All these factors, together with some repatriation of private Swiss capital 
from abroad and an inflow of some foreign funds (partly money destined for 
settlement of international payments), have exerted a downward pressure 
on Swiss interest rates. This tendency towards lower rates has, in fact, been 
evident since 1935—although it has been obscured at times by liquidity crises 
arising from the inte rnational situation and from inflationary boomlets super- 
imposed on ordinary full employment. Between 1935 and 1938 the average 
interest rate on Swiss Government bonds (as calculated by the International 
Monetary Fund) fell from 4.64 per cent. to.3.24 per cent. It rose again with 
the advent of war, to 4.06 per cent. in 1940, but then fell steadily to 3.10 per 
cent. in 1946. The advent of the post-war real investment boom sent the rate 
up to 3.41 per cent. in 1948, but from the end of 1948 it fell steadily. On the 
eve of the Korean war it had reached 2.55 per cent. and, although it rose again 
after the inevitable switch to industrial ph ‘s set afoot by the W estern World’s 
rearmament programme, it is still under 3 per cent.—and shows signs of 
tending to fall again. The downward trend of the yield on Swiss Government 
securities naturally brought with it a downward trend in the yield on other 
bank earning assets. For example, first mortgages, the traditional investment 
asset of the local savings banks, brought in only 3} per cent. just before the 
Korean war, compared with the 53 per cent. that was usual in the 1930s. 

[It is important to grasp the full meaning of this trend, for it may be that 
even Swiss bankers themselves are being blinded to it by the temporary rise in 
interest rates that has followed the Korean war. The evidence suggests that 
the Swiss economy has now reached a stage where the — rate . 
interest on first-class, fixed interest securities is not far above 2} per cent. 
ordinary periods of full employment. In any period of less than full peer 
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banks may therefore cause some concern. This is particularly true of the 
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ks, which are in danger of being squeezed between the interest rate 
that they must offer to depositors to persuade them to forgo liquidity and the 


in countries other than Switzerland in the course of, say, the 
) vears, something should be said of the remedies for it that have 
Broadly speaking, these can 
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the Swiss Government should pump a little inflation into the 
running down the public authorities’ surplus 
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lowed down (to give the capital market more investment Oppor- 
tunities) or that the Old Age Insurance Scheme should stop accumulating a 
innual surplus. If the public authorities’ surplus is to be run down, 
us that either expenditure by the State on such things as social 
development schemes would have to be increased, or that taxation (or social 
Both these proposals 
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tment in Switzerland. This suggestion does not seem, to an out- 
sider at least, to have any merits at all. The third suggestion that has been 
lis that Switzerland should increase its rate of foreign lending. At 
a time when the rest of the world is crying out for new investment funds and 
when Switzerland has a surfeit of them, the Frs. 210 millions of foreign loans 
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* A very interesting analysis of the problem, as seen by a practising Swiss banker, can be found 
delivered by Dr. A. Schaefer, the general manager of the Union Bank of Switzerland, 


in the lecture 
to the Inte 





rnational Banking Summer School at Saltsjébaden last September (reprinted in 
Economic Conditions and Banking Problems, published by the Swedish Banks’ Association). 
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negotiated in 1950 (to South Africa, Holland, Belgium and the Belgian Congo) 
admittedly seems little more than a dribble. But Swiss investors have been 
so badly bit by foreign freezing, nationalization and even expropriation 
measures that it is not surprising that the v have tended to draw back into their 
domestic shell. 

* 

It may seem at first sight that analysis of the present position of the Swiss 
capital market, where there is an apparent surplus of investible funds, can 
have very little relevance to any situation that could conceivably arise in 
the British capital market within the lifetime of any reader of this — 
The London market, after all, is now suffering from an acute shortage 
investible funds, and successive commentaries in this and other journals tsa 
suggested that the dearth of risk capital in London is much more likely to 
grow worse than to grow better. To shrug the problem off in this way, however, 
is to misread the true significance of the Swiss experience. 

There have been two noticeable trends in the Swiss capital market in the 
last fifteen years. First, there has been a convergence into Government securi- 
ties and into first-class domestic investment of savings that would previously 
have been held either in idle hoards on the one hand or in more risky invest- 
ments (in the Swiss context, foreign investments) on the other. Secondly, 
there has been a filling up of the (comparatively small) barrel of “‘ safe ”’ 
domestic investments. 

So far, in Britain and most other countries outside Switzerland there have 
been signs only of one side of the first of these trends—the movement of 
investible funds away from risky outlets towards “ safer ’’ ones. Even that 
movement is temporarily in reverse at the moment. But if Keynes was right 
in his thesis that the long-term trend of interest rates should be downwards 
in any fully employed economy that is not affected by rumours or relics of 
war, then the Swiss experience implies that the worldwide secular trend of 
investors away from risk-bearing media may have even more serious long-term 
consequences than most commentators here have supposed. For this experience 
suggests that interest rates on Government securities may have to be forced 
right down to, or below, the minimum rate consistent with the necessary 
payment for sacrifice of liquidity before there is any noticeable shift into more 
risky investments—except in times when there is every prospect of capital 
appreciation of those riskier investments in the short term. In other words, 
the implication seems to be that the “ equilibrium "’ condition for the capital 
market in a modern full employment country is for gilt-edged yields to be at 
rock-bottom and for the riskiest enterprises to be financed otherwise than by 
private investors—‘‘ equilibrium ™ being here defined as a state in which the 
scars of past wars have healed, the threat of future wars has receded, the 
balance of payments is not in unnecessary surplus and the expectation of 
continually rising prices has been dulled. Only those who believe that such 
equilibrium will never be reached in an imperfect world—or those who believe 
that in such a long term they themselves will certainly be dead—can regard 
such a prospect with equanimity. More optimistic observers would do well 
to watch the future development of Switzerland’s capital problems with 
some care. 
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Trends in Scottish Banking 
By F. S. Taylor 


Ts usual caveat, that it is unwise to draw too definite conclusions from 


Scottish banking statistics aggregated from balance sheets published on 

dates ranging from September 30 to April 2, is reinforced this year by 
the remarks of more than one chairman that the figures of his bank at the 
accounting date were affected by transactions of a transitory nature. Never- 
theless, the tables that accompany this article do reveal certain trends 
common to all the banks, and more or less in line with English experience 
during 1950. 

Aggregate deposits of the seven Scottish banks at the 1950-51 “ spread ' 

— sheet dates showed an increase over 1949-50 figures of £18 millions, 

r 2.4 per cent., which approximates closely to the 2.7 per cent. increase in 
E nglish clearing bank (gross) deposits during the cale odes year 1950. English 
experience is paralleled, too, in the enlarged figures for advances, the Scottish 
figures having risen by £16.7 millions—a 9.8 per cent. increase compared 
with one of 8 per cent. in England. Partly in consequence of this slightly 
smaller rate of growth in deposits but faster rise in advances, the trends of 
other bank assets show, not similarity, but divergences between experience 
in the two countries. The English banks increased their holdings of cash 
and call money (by 2.7 per cent.), bills (by 27 per cent.) and investments 
(by 1 per cent.), while Treasury deposit receipts were run down by 42.6 per 
cent. The Scottish banks also increased their cash and call money, but their 
bill holdings rose by only 4.4 per cent. (and a fair proportion of this apparently 
comprised commercial bills), while investments, for the second year in 
succession, showed a decrease of £3.5 millions (just under I per cent.). Their 
T.D.R.s, however, ran down by only 23.1 per cent., but they started from a 
much lower proportion of deposits than did the English banks, so that the 
year-end ratio to deposits was only 2.8 per cent. 

These differences do not mean that there has been a widening of the gap 
between English and Scottish practice. The result of the year’s trends is, in 
fact, to bring the two a little closer. Investments, despite last year’s reduction, 
still represented 53.2 per cent. of Scottish deposits at the year end, or just 
over twice the English ratio; but the Scottish percentage has come down 
from 57.3 in 1946. It is worth noting that even in 1938 the figure was 
56.7 per cent. 

Because of the need to provide cover for their note issues, the Scottish. 
banks invariably hold a higher proportion of cash than do English banks and 
they have always maintained a smaller portfolio of bills. In 1950 cash and 
call money represented 30 per cent. of deposits—a considerable increase over 
the 1938 figure of 24.7 per cent. 

Including the £6.5 millions released by repayment of Treasury Deposit 
Receipts, the new resources at the free disposition of the banks amounted to 
over £26 millions during the year, deposits providing £18 millions and note 
issues {2 millions. Of this total, £8.4 millions was absorbed by cash and 
call money (thereby permitting a fractional increase in the ratio to deposits), 





from 
ed on 
ar by 
t the 
ever- 
rends 
rience 


ead 

lions, 
ise in 
iglish 
»ttish 
pared 
ghtly 
ds of 
‘ience 
cash 
nents 
6 per 
their 
ently 
ur sin 
Their 
om a 
t the 


> §ap 
is, in 
tion, 
"just 
down 

was 


yt tisk. 
; and 
and 
over 


posit 
od to 
note 

and 
sits), 





TRENDS IN SCOTTISH BANKING — 


337 





while {5.6 millions was employed in bills, leaving a sum sufficient to finance 
only three-quarters of the year’s net expansion in advances. The balance, 
amounting to £3.5 millions, was provided by the sale of investments. It 
appears that this building up of the liquid assets and reduction of investments 
isa matter of deliberate policy. In the light of the 1949 record of the gilt- 
edged market and the present disinclination of the authorities to support it, 
this is not difficult to understand. The chairman of one bank remarked that 
opportunity had been taken during the year to shorten the date of securities 
in the portfolio. 

The policy of switching to less remunerative assets, with its unwelcome 
repercussions on the profit and loss accounts, has, of course, been facilitated 
by the offsetting gains from the steady increase in advances, which have 
risen by 79 per cent. from the very low levels of 1946. Despite rising expenses, 


TABLE | 
SCOTTISH BANKS’ LIABILITIES 
(In £ millions) 


CAPITAL AND RESERVES Deposits Latest 

1947 1948 1949 1950 1938 1947 1948 1949 1950 ACCOUNTS 
5.2 5-7 5-7 5-7 ¢ 87.9 94.1 97-5 98.1 28- 2-51 
8.9 9.0 9.1 I1.0 i 131.0 133-4 132.9 136.1 14-10-50 
3-9 4.0 4.0 36. 70.4 74:3 74.8 74.3 30- 9-50 
6.6 é 6.7 6.8 : 107.8 115.9 113.6 118.1 28-10-50 
3-9 3. 3-9 4.0 38.: 88.5 101.9 95.1 96.7 I-II-50 
3-6 3. 3-7 3-7 33. 69.4 69.7 70.4 77-9 I- 4-51 
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NOres ACCEPTANCES AND DRAFTS 
938 1947 1948 1949 1947 1948 1949 
96 9.9 9.9 3.0 3- 3-6 
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oral DEPOSITS . . £760.4 millions Totat Notes 5 i se -»  £7% millions 
increase over 1938 133% Increase over 1938 os ee a 195-3% 
Increase Over 1949... 2.4% Increase Over 1949 ‘ és os 2.9% 


(a) Included in Deposits. 


the published profit figures last year showed a modest increase in nearly 
very case. (The drop of £20,000 in the profits of the Clydesdale & North 
{ Scotland Bank was accounted for by expenses in connection with the 
amalgamation that took place at the beginning of 1950.) A decrease in the 
allocations to ‘‘ Contingencies’’ and ‘‘ Investment Reserves ’”’ shows that 
provision for depreciation was less necessary than in 1949, and published 
reserves have benefited correspondingly. 

It is still too soon to attempt to guess how these banking trends will be 
atlected by the impact of rearmament. The recently published White Paper 
n industry and employment in Scotland (Cmd. 8223) does, however, provide 
the opportunity for a tentative assessment of the course of the Scottish 
‘conomy. It is, on the whole, a heartening document, for it shows that 
some benefit is now being reaped from the considerable capital expenditure 
{the past six years, and that projects in hand or planned hold the promise 
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of further improvement in the general economic poise of the country. Whether 
5% such improvement will, in fact, be possible in the face of rearmament demands 
and raw material shortages is still uncertain, but a situation that gives 
priorities to defence, exports and agriculture is not altogether unfavourable 
: to Scottish interests. 
Diversification of industry has made considerable strides and there is now 
: virtually no pool of unemployed, but immobile, labour in the Development 
ee Areas. The White Paper devotes one chapter to “‘ American and Canadian 
Participation in Scottish Industry " and brings out the proportionately large 
Soo share of the post-war influx of North American capital that has accrued to 
Scotland. When one remembers that the reputation of “‘ Red Clydeside ’ 
Jaa was held responsible, in part at least, for the inadequacy of industrial develop- 
“$5 ment in that area before the war, it is encouraging to read that “‘ most of the 
newcomers have declared that they were attracted by the adaptability and 
high quality of Scottish labour’’. The fact that the number of man-days 
lost through trade disputes, in all industries except coal mining, was con- 
siderably smaller than in 1949 and little more than a third of what it was 
in 1948, also provides a counterpoise to the bad impression created by the 
Scottish T.U.C. at its recent conference. 

The White Paper contains no evidence about Scotland’s economic and 
financial relations with the rest of the United Kingdom—a question which 
is still before the Catto Committee—but it does give figures for Scottish 
exports. These increased during 1950 by 21 per cent. in value and 16 per 
cent. in volume; although some lines may be affected by shortages and others 
by high prices of raw materials, the prospect now is not unhopeful. 

e Action is already being taken to mitigage the effect of particular shortages 
- materials. One example of this is the acquisition of a new factory by a 
linoleum manufacturer in which will be produced a hard-surface floor covering 
that dispenses with the use of linseed oil. Another is to be found in the 
three schemes for producing sulphur from pyrites; these, it is hoped, will be 
ee operating in 1952. Thus there are signs of a willingness to adapt production 
Kes to changed conditions. Moreover, in the industrial estates and elsewhere 
there is now industrial capacity that is much more easily adapted than was 
formerly the case. On a longer view, research and development now in hand 
should continue this process and, if successful, may provide new uses for 
indigenous resources. The experiments in winning, processing and utilization 
of peat are one example. Some of the hydro-electric schemes are now in 
operation and others will be completed this year. One stage of the oil- 
refinery project at Grangemouth is in production and progress is being made 
with the new coal sinkings in Fife and elsewhere. 

But the picture cannot all be painted in bright colours. The fishing 
industry is in the doldrums; the persistent shortage of raw jute creates diffi- 
culties for a number of industries; coal production fell during the year by 
549,000 tons. And very little progress has been made towards a solution 
of the problem of the Highlands—a problem made even more intractable 
by the recent increases in freight charges. Nor is the Highland area alone in 
facing an accelerating depopulation, for the situation in the Border counties 
also gives ground for concern. Publication of the 1951 Census figures will 
almost certainly show the need for much greater efforts to arrest the decline 
in these areas. 
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It is hard to predict how Scottish banking will be affected by these con- 
flicting trends. Much of the development that is on hand is being undertaken 
by English, American and Canadian firms or is Government controlled or 
assisted, and not all of it will directly benefit the banks. But the genera] 
trend is certainly in the direction of higher advances. “‘ Shortage of liquid 
capital ’’ is a recurring theme in the speeches of all the bank chairmen and 
the 1951 budget is bound to accentuate the problem. 

Two years ago Lord Catto remarked that, in these days, “‘ even a Scotsman 
cannot save’’. At first glance the statistics of Trustee Savings Bank deposits 
for the year to November 20 last do not appear to bear this out. The total 
funds of all Savings Banks in the United Kingdom exceeded {£1,000 millions 
for the first time in the history of the movement and Scottish figures were 
£5.4 millions higher than in 1949. But this figure represents an increase of 
2.1 per cent. and is, therefore, less than the accrued interest at 2} per cent. 
added to the accounts at the end of the banks’ year. It is not to be expected 





TABLE III 
IRUSTEE SAVINGS 
Position on November 
No. of Deposits Surplus Total Funds 











BANKS 


Accounts / 
Scotland : 
1940 se 1,713.975 231,672,254 © 74 553 238,040,337 
1947 j 1,725,500 241,072,301 a) I, 557 247,333,958 
1948 . 1,751,375 248,734,020 6,023,075 255,357,704 
1949 a 1,777,013 254,590,545 ,705,906 261,062,511 
1950 ee 1,505,194 260,070,604 6,953,924 267,024,588 
United Ki cdc me 
1946 a 5,795,195 753.375.5735 17,353,952 779,729,527 
1947 6,052,00 514,125,330 17,059,040 931,757,370 
1945 ee 6,415,335 SS51,729,9059 17,977,474 $90,751,403 
1949 . 6,787,726 042,157,135 18,468,139 190,025,274 
950 7,174,752 990,672,902 10,354,147 [,016,027,130 








that the Scottish Savings Banks could match the increase shown by the 
English banks in recent years, for the latter have been opening both new 
banks and new branches in areas not previously tapped. There is much less 
scope for similar expansion in Scotland because the same process had been 
carried out there many years ago. Scottish funds still represent over 26 per 
cent. of the total for the Unite d Kingdom, though the proportion of its 
population is only 10.3 per cent. 

Monthly figures (covering the whole country) published since November 
show the effect of consumers’ forestalling purchases in anticipation of higher 
prices; the trustee banks have also felt the competition of the new issue ol 
National Savings Certificates. It is true that the amount due to Savings 
Bank depositors has increased by £4.4 millions, but this is considerably less 
than the {7.8 millions of accrued interest included in the total. In so faras the 
Savings Bank figures can be treated as an indicator of saving habits, therefore, 
they provide one more sign of inflationary tendencies. The combination of 
inflation with a depression in the gilt-edged market is in contrast to experience 
in the early post-war phase, but ‘the ev vide nce of the balance sheets seems to 
be that the Scottish banks are better placed to meet such a situation than 
they were when the market broke in 1949. 
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The New Rating Procedure 
By 5. % Sophian 


HE Local Government Act of 1948 introduced new and important changes 
Ti: rating law and procedure—changes that may hit some property owners 

with an unpleasant sense of shock in 1953, when the new rating assess- 
ments, now being drawn up by the valuation officers of the Inland Revenue, 
are expected to become fully effective. Many properties are still assessed for 
rating purposes on valuations made in 1934 and 1935, when the last regular 
quinquennial assessment took place; another quinquennial assessment was due 
in 1939-40, but it was postponed by Act of Parliament. In view of the great 
economic changes that have taken place in the last seventeen years, it must be 
expected that the new valuation list will re-allocate the rating burden 
significantly. 

In addition to paving the way for the preparation of a new valuation list, 
the Local Government Act introduced some far-reaching changes in method 
and procedure. It laid down new methods of determining the valuation of 
certain types of property (especially dwelling houses built since 1918 and 
having a rateable value in 1939 of less than £100 in London or less than £75 
elsewhere); it removed the substantial former differences in rating procedure 
between London and the Provinces, introducing a uniform system based 


‘ mainly on the old provincial procedure; and, finally, it transferred the duty of 


valuation for rating purposes from the local authorities to the valuation 
officers of the Inland Revenue. Although there is still some controversy 
about the likely effect of the new procedure on the burden to be laid on 
different classes of property, it is clear that all owners of property will need to 
be very keenly on the alert against assessments that might be pitched higher 
than they would be if proper use were made of the proposed machinery for 
objections and appeals. It is with this proposed machinery that the present 
article will be largely concerned. Although the preparation of intended valua- 
tion lists by the Inland Revenue is taking an unconscionably long time, pro- 
perty owners would do well to prepare themselves now to act quickly when 
they do appear. 

The first step in the preparation of the new assessments will be the publica- 
tion of “ Draft Valuation Lists ’’ for each area of the country. When the draft 
is completed, three copies of it will be sent to the rating authority and a public 
advertisement will appear in the Press. On receipt of the draft list from the 
valuation officer the rating authority will post up a copy at their offices. This 
list will be open for inspection for a period of twenty-one days, but, except in 
cases where property has not been previously assessed, notice of an entry in 
the draft list will not normally be sent to the owner or occupier. 

If a ratepayer is dissatisfied with the entry made for his property on the 
draft valuation list, he is entitled to make an objection to the valuation officer, 
in writing, and within twenty-five days. In substance, only two grounds of 
objection can be put forward—one about the amount of the assessment, and 
the other about the wrongful inclusion of the property in the list. In the case 
of property occupied in parts, such as flats, however, an additional objection 
that will be open is that the property has wrongly been included as one single 
unit in the list. 
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Iwenty-tive days after the advertisement of the draft list in the Press, the 
valuation officer will start to consider any objections. He will be entitled to 
make alterations in the entries on his own initiative as well as alterations 
resulting from objections made by a ratepayer. If any alteration is made in 
the draft valuation list, notice thereof will be served on the occupier of the 
property in question. 

If the ratepayer who has objected is dissatistied with the original or altered 
entry on the draft list at this stage, he will be entitled to appeal to the new 
local Valuation Court which has been set up by the Act. Each appeal must be 
made within twenty-one days of the receipt of the notice from the valuation 
officer. It seems, however, that the appellant will be limited at this stage to 
the grounds of objection he has already put forward, so that it is important 
when making objections either to the first draft list or to the revised draft 
list to ensure that every possible ground of objection is put forward. Before 
any objections are entered at all it would be as well to take the advice of some 
expert surveyor or other rating expert. 

The occupier of the property, if he is not the appellant, will receive notice 
of appeal from the valuation officer within seven days of the date of the notice 
of appeal itself. There is a further right of appeal which will be heard by the 
Lands Tribunal Court, whose decision on questions of fact and values will be 
final. An appeal will lic, however, to the Court of Appeal from their decision 
on any points of law that are raised. 

It is hoped that the draft valuation lists, as amended in the light of appeals, 
will have reached their final form some time next year. A final settlement 
date will then be announced, and any appeals or objections still outstanding 
at the time of this settlement date will not be allowed to hold up the final 
revision of the draft valuation list; all objections then outstanding will be 
treated as if they were proposals for the amendment of a current valuation list. 

The grounds on which proposals for amendment of a current valuation list 
may be made are, however, limited. The principal, if not the only, ground 
will be that values have changed. Once the draft valuation list has become 
final, it will no longer be possible, therefore, to make a proposal for an amend- 
ment merely on the ground of incorrectness or unfairness. An objector will 
not be entitled, for example, to ask that his own valuation should be amended 
because valuations of comparable properties in the district are out of propor- 
tion with his own valuation. The right to propose the amendment of an 
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entry in the current valuation list is not, of course, limited to the ratepayer 
himself; it may also be exercised by the valuation officer. In this case again 
appeals will lie to the local V aluation Court. 


NEW METHODS OF ASSESSMEN1 

Something must now be said about the new methods of assessment— 
although the implications of these new methods for each property are very 
dificult to work out in advance of the publication of the draft valuation lists. 
An entirely new method of assessment has been devised for what are called 
“small post-1g18 dwelling houses’. This term applies to all houses (as 
distinct from flats or maisonettes) which are not owned by local authorities, 
which were completed after April 2, 1919, and whose rateable value in 1939 
was {100 or less if in London and £75 or less if in the provinces. The gross 
value of such houses will henceforth be taken to be 5 per cent. of the “ hypo- 
thetical 1938 cost of construction ’’ plus 5 per cent. of the value of the site on 
April 1, 1949. The value of the site for this purpose must be estimated on 
the assumption that the site is a bare site, that there is no legal or other impedi- 
ment to the use of the site for the construction of a dwelling house similar to 
the one already on it, and that permission for building such a house has been 
granted without imposition of development charge. 

To determine the “ hypothetical cost of construction "’ in 1938, the Minister 
will prepare a statement for each rating area, embodying specifications of 
various types of buildings and estimating the cost of constructing such 
building on the site at 1938 prices. The valuing authorities will pick from this 
list the type of house that approximates most nearly to the particular house 
being valued and will adjust the figure arrived at in accordance with its state 
of repair or particular amenities. If the premises have been specially con- 
structed or adapted for use for any trade or business, then the gross value that 
the property would have had as a dwelling house must be increased by the 
extra annual value that the property enjoys therefrom, whether the special 
adaptations are being used or not. 

The gross values of other dwelling houses (e.g. those built before 1918), 
together with the gross value of flats and maisonettes, will be determined by 
another criterion—by reference to the rents for comparable dwelling houses in 
the locality on August 31, 1939. For this purpose the rent to be taken must 
be one chargedl when the landlord undertook the cost of repairs and insurance. 
Here again it should be observed that if the dwelling house is specially con- 
structed or adapted or used for business purposes, special additions to the gross 
value will be made. 

Where premises are used solely for trade or business, the basis of valuation 
will be the same as it has been hitherto, although different methods may have 
to be adopted according to the particular nature of the trade or business 
carmed on. Thus in one case the profits basis may be applicable, in another 
the contractor’s basis, ad so forth. It has been sugge sted, however, that 
the tide of economic changes since the last assessments in 1934-35 may increase 
the rating assessment of industrial and business premises particularly heavily. 
It is difficult to avoid the impression that there is going to be a certain amount 
of haphazard good or bad luck attached to the new valuations. Certainly 
every property owner should be prepared to be vigilant for his own proper 
Interests when the draft valuation lists do begin to appear. 





THE BANKER 


Cashing a Cheque in Japan 
By H. Carew 


O anybody accustomed to the instant production of the money when 
[cashing a cheque at his bank in most Western countries, the carefully 

studied leisure of the Japanese method comes as a considerable shock. 
Nevertheless, there is a certain novelty attached to the transaction that makes 
it not uninteresting for the first few times. After that, as an entertainment it 
begins to pall, especially if one happens to be in a hurry. 

The first precept for the customer to remember is to allow plenty of time 
for cashing each cheque. Once arrived at the bank, you are ushered in through 
swing doors by a uniformed attendant, who greets you w ith a low bow, and 
walk up first to one of several windows labelled “ Paying Teller’’. You 
exchange bows with the young man behind it and hand him your cheque. He 
takes a small brass tally out of a box, writes the number of it on the cheque, 
then hands you the tally and invites you to take a seat on a long leather- 
covered bench opposite the counter. This bench will already be occupied by 
a number of other penitents, all holding brass tallies similar to your own; those 
of them that are case-hardened will be patiently reading their morning papers. 

Meanwhile, your cheque will have started on its rounds. After you have 
left the counter with your tally, the Paying Teller fills out a small form with 
the amount, date, name of account, etc. He pins this to the cheque, puts his 
little red seal (with which every Japanese subject is compelled by law to be 
provided) on both form and cheque, and then places it in a basket with a 
number of others. After a decent interval an office boy takes up the basket 
(if in his judgment it contains sufficient cheques to justify the exertion) and 

carries it across to the desk of the Second Assistant Keeper of Ledgers. This 
gentleman will take out the cheque, leisurely find your account in the ledger, 

enter it up and proceed to strike a balance. After checking his calculations 
on an abacus, and making sure that you have sufficient funds to meet the 
cheque, he will impress his little red seal on it, and pass it along to his immediate 
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CASHING A CHEQUE IN JAPAN 


superior, the First Assistant Keeper of Ledgers. He, after scrutinizing cheque 
and form, puts on his seal, and passes it to the Keeper of Ledgers. 

This, of course, is a higher official, with jobs other than that of authorizing 
your cheque to occupy him. Unless your cheque is a very large one, he probably 
does not look at it at all, but me rely affixes his seal, as and when he has time, 
to whatever is put before him. As fast as he condescends to stamp the cheques 
they are collected by a satellite and deposited in a basket. When a sufficient 
number have accumulated, they are carried by another uniformed office boy, 
and presented with a very low bow at the desk of one of the Acting Sub- 
Managers. The same process is repeated here. When the Acting Sub-Manager 
finds time from his other duties, or, more likely, when he judges that another 
batch of cheques is about due to arrive, he turns to the basket, rapidly seals 
all the cheques, and tosses them over to another boy, who replaces them in the 
basket and takes it to the Cage of Cashiers. 

This cage is a separate enclosure built within the main hall of the bank, and 
entirely enclosed in bars and wire netting. It contains from two to ten officials, 
according to the size of the bank. Once your cheque is inside the cage, it is 
taken in hand, first, by a —— official, who enters it up in the separate set of 
books belonging to the Cashier’s de ~partment. When he has finished, and 
affixed his seal, he passes it to one of the actual cashiers. These worthies sit 
in pairs facing one another across flat desks. The first cashier examines it, 
notes the amount, then takes the money out of his drawer, counts it carefully 
twice, seals the cheque, and places it and the money in a small round basket. 
This basket is passed over to the second cashier, who also counts it twice, seals 
it, and then detaches and places on a file the form that has accompanied it on 
all its wanderings. The basket containing cash and cheque is now passed 
to another young man who stands behind the grille separating the Cage of 
Cashiers from the public. This official looks at the number pencilled on the 
cheque, and calls out “ Mr. No. 387” 

If your tally is marked 387, your vigil is approaching its end. You go up 
to the desk, exchange bows with the official and hand him your tally. You 
also tell him your name and the amount you wish to draw. If this information 
agrees with the figure stated on the cheque, and the amount in the basket, the 
official then passes the basket under the grille, and watches while you count it 
for yourself. You return the basket, exchange bows again, wish him good 
morning, and are then free to go your way. The average time for the transac- 
tion is about twenty-five minutes. 

Owing to this long delay, business men rarely go to the banks themselves, 
but send youngsters whose time is of less value. It is quite common to see 
office boys of tender years waiting on the penitents’ bench, and then, when 
their turn comes, going up with supreme importance and self-possession to 
draw large sums of money. They may then be seen coming out of the bank 
stuffing great wads of notes into satchels in full view of the passers-by, and 
mounting bicycles or walking back to their offices. The bandit is practically 
unknown in Japan as yet, and the nonchalance with which large sums are 
handled outside is in marked contrast to the reverence with which they are 
treated while inside the banks. Strangely enough, it is very unusual for 
anything to go wrong. 
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Aden 


HE Government of the colony has decided to end the present arrangements 
whereby the [Indian rupee forms the colony’s legal tender. From the middle 
of this year, Aden will adopt the East African shilling as its currency standard. 
The supervision of the colony's currency system will be entrusted to the East 
\frican Currency Board. 
Argentina 
Steps taken by the Argentine Government to implement the new trade and 
payments agreement with the United Kingdom include the resumption of meat 
shipments to Britain and the release of a substantial part of the sums set aside 
in a special account at the Bank of England to cover arrears of financial remittances 
jue to British investors in Argentina. Transters of amounts that were due to be 
remitted before June 28, 1949, were, in fact, authorized a few days after the con- 
clusion of the Buenos Aires talks; applications for permission to transfer these 
sums had been filed at the Central Bank some time before the agreement was 
signed. The Central Bank has now invited applications for permission to remit 
sterling that fell due to be transferred between June 28, 1949, and August 27, 1950. 
President Peron has announced the Government’s decision to allow grain 
growers to participate in the profits of the I.A.P.I. (the Argentine bulk-buying and 
bulk-selling organization). The new principle has already been brought into 
operation for maize; the price for the current crop has been raised from 24 to 
27 pesos per metric quintal. The difference between the two figures is to be a cash 
uivance against the growers’ eventual share in I.A.P.I.’s profit on disposal of the 
crop. The balance is payable before the end of Oc jalie: It is stated, however, 
that the first charge on I.A.P.1. profits will continue to be expenses “ plus provision 
for technical, economic and financial reserves ”’ 


Australia 
The Australia and New Zealand Bank, which is to take over the businesses of 
the Bank of Australasia and the Union Bank of Australia, has been formed and 
has obtained from the Commonwealth Government the necessary authority to 
carry on the business of banking in Australia. The remaining conditions of the 
fusion scheme became operative on May 24, 1951. 


Brazil 

rhe reform of Brazil's banking system has been the subject of recent debates 
in Congress, and a Government spokesman has declared that President Vargas is 
deeply interested in instituting a banking reform programme which would include 
plans for the establishment of a Central Bank and a Rural Bank. The Finance 
Minister, Sefior Lafer, has pointed out, however, that a reform bill that he placed 
before the previous Congress did not get beyond the Committee stage. He indicated 
that until further steps could be taken, official credit policy would be carried 
ut, as far as possible, by the Superintendency of Currency and Credit. 


Canada 


Che Dominion Government has signed new long-term tariff agreements with 
- United States and with fifteen other countries as a sequel to the International 
Tr ide Conference at Torquay. The new agreement with the United States provides 


* Other current international banking news is discussed is in ‘‘A Banker’s Diary ’’, on pages 299-34 
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for concessions by the United States on 400 items. Tariff concessions made by 
Canada affect 397 items. 

The report of the Foreign Exchange Control Board for 1950 shows that official 
holdings of gold and American dollars increased during the year by $625 millions, 
or by some five times more than in the preceding year. On current account the 
Dominion showed a deficit in its external payments of $316 millions, as compared 
with a surplus of $187 millions in 1949. But on capital account there was a surplus 
of $991 millions, before allowing for loans to the United Kingdom to the value of 
$50 millions. In the preceding year the net surplus on capital account was $52 
millions, before allowing for $120 millions of loans to the United Kingdom. The 
deterioration in the Dominion’s balance on current account in 1950 was due in 
part to the contraction in the surplus with sterling area countries, from $574 
millions in 1949 to only $7 millions in 1950, and in part to a fall in the surplus 
with the rest of the non-dollar world, from $202 millions to $71 millions. The 
current account deficit with the United States was $394 millions in 1950 against 
$589 millions in 1949. The report states that the net inflow of capital into the 
Dominion during 1950 consisted almost entirely of private capital; it took place 
for the most part in the third quarter of the year when expectations of revaluation 
of the Canadian dollar were rife. 


Chile 


The National Council of Foreign Trade is arranging to operate a “* stabilization 
fund’ in the free exchange market in an attempt to prevent a recurrence of the 
violent fluctuations in the rate of exchange that have occurred in the recent 
past. The National Council has stated that until the proposed arrangements are 
brought into force, the Central Bank will sell dollars to banks in cover of any goods 
that have been cleared through the Customs House (or are actually lying in it). 
The rate to be applied to such transactions will be the closing rate on the free 
market on the date that the operation is approved by the Council. The present 
tendency for the demand for foreign exchange to exceed the supply of it is attributed 
to the immobilization of large sums abroad, especially funds that are earmarked 
to meet payments for imports for which irrevocable documentary credits have 
already been opened. Owing to delays in delivery duties, many of these imports 
may not be ready for shipment for several months. 


Colombia 

Anew Government decree confers wide powers of control over finance and credit 
on the Banco de la Republica. The Board of the Bank is empowered to fix and 
modify rediscount limits and the interest rates of the commercial banks; in so 
doing, it must pay due regard to economic conditions, to the type and purpose of 
the banks’ loans, to the credit policies of the various banks and other factors. 
The Board may also fix the obligatory cash holding at any level between 10 and 
30 per cent. for sight deposits and 5 and 20 per cent. for time deposits. The 
Banco de la Republica itself is now required to hold a minimum reserve equal to 
at least 25 per cent. of notes in circulation and also to at least 15 per cent. of 
deposits at sight or at less than 30 days’ notice. Government funds may now be 
deposited only in the Banco de la Republica, but the latter may deposit such 
funds in commercial banks, provided they are used only to finance agriculture, 
tattle-farming and small industries; the Board of the Bank has accordingly now 
arranged for the distribution between the commercial banks of some 20 million 
pesos out of the 60 million pesos of Government deposits that it holds, though it 
has not otherwise used its new powers. The Banco de la Republica has also 
become the sole dealer in foreign exchange; the commercial banks will henceforth 
act merely as agents. 
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Cuba 
Plans for the opening of the Bank of Agricultural and Industrial Development 
; of Cuba have reached an advanced. stage. A board of directors for the bank was 






appointed at the beginning of the year and office accommodation is being prepared. 
This bank was created under the “ law for the agricultural and industrial develop- 
ment of Cuba ’”’, which was passed at the end of 1950. It will have an initial 
capital of 15 million pesos and a development fund of to million pesos; the capital 
and development fund can be increased by further Government contributions, 
Resources have been divided equally between the agricultural and industrial 
sectors and the bank will be empowered to lend for either short, medium or long- 
term periods. The first major operation of the bank will be the financing of coffee 
production. In order to secure funds for this purpose, the bank will issue bonds 
with the security offered against the loans as guarantee. It is hoped that by making 
issues of this sort the bank will be able to keep its own capital resources in reserve. 
















Czechoslovakia 

The Budget statement for 1951 estimates revenue at 166,500 million korunas 
and expenditure at 166,200 million korunas. Both estimates are about 27 per 
cent. higher than in 1950. The main source of revenue will be the general turnover 
tax, which is expected to produce 107,800 million korunas, while investment is 
expected to absorb 77,200 million korunas of total expenditure. Direct expenditure 
on armaments is estimated at 15,600 million korunas. 

The Czechoslovak economic plan for 1951 provides for a further increase in 
the share of the Soviet and other Communist countries in the country’s trade. 
The proportion of total imports coming from this region is expected to rise from 
55 per cent. in 1950 to 61 per cent. in 1951; the export share is expected to rise 
from 54 to 59 per cent. 




















Eire 

The Budget proposals for 1951-52 provide for total expenditure of £81.6 millions 
against revenue of £81.7 millions. The official estimate of revenue on the basis 
pe of existing taxation was {80.5 millions, but tax adjustments made in the Budget 
should produce an additional vield of {1.3 millions. Changes in taxation included 
an increase in the petrol duty and small rises in stamp duties. Some income tax 
allowances were adjusted in favour of taxpayers. In his Budget statement the 
Finance Minister, Mr. McGilligan, stated that the money supply in Eire was tending 
to run ahead of the opportunities for spending. He announced that agreement 
had been reached with the United States Government on the suspension of Marshall 
Aid allotments to Eire, subject to an understanding that these might be resumed 
if circumstances changed; Eire’s total E.R.P. receipts so far had amounted to 
$146.2 millions, of which $18 millions was by way of grant and the balance in the 
form of loans. 





















France 

The report of the National Council of Credit estimates that savings in the form 
of bank deposits, Treasury bonds and through life assurance increased by 
Frs. 68,000 millions to Frs. 220,000 millions in 1950. Private investment in shares, 
at Frs. 40,700 millions, were Frs. 9,300 millions below the 1949 level and invest- 
ments in long-term bonds fell from Frs. 136,800 millions to Frs. 93,700 millions. 
After allowing for redemptions, net new investment in securities, at Frs. 104,000 
millions, showed a drop of Frs. 17,000 millions on the year. 
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Greece 


The Greek Currency Committee has decided that credits to Gre ek inland trade 
by the commercial banks must henceforth be financed solely by ‘ ‘ funds becoming 
available to the banks as a result of deposits by private individuals ’’. The com- 
pulsory deposits of public institutions (which now come under the direct control 
of the monetary authorities) must not therefore be used for credits to inland 
trade. It has been stated that any bank violating this rule will be excluded from 
the customary allocation of funds that is now made by the Central Bank from the 
deposits of public institutions. Any offender will also be liable to certain other 
penalties, including an increase in minimum reserve requirements to be deposited 
with the Central Bank. 


Netherlands 

Revised Budget proposals for 1951 estimate the deficit for the year at Fls. 785 
millions, compared with a previous estimate of Fls. 660 millions. The expenditure 
estimate has been increased by Fls. 705 millions to Fls. 5,318 millions, thanks 
chiefly to an increase of Fls. 466 millions attributable to the overhaul of the re- 
wmament programme. Adjustments on the revenue side have resulted in the 
tax yield estimate being increased by Fls. 291 millions. It is intended to cover 
Fis. 280 millions of the estimated deficit from revenue expected to come in from 
tax arrears; the balance will be met by borrowing. New proposals placed before 
Parliament for raising property taxes and estate duties are expected to bring in 
Fis. 27 millions per annum. 

Agreement has been reached in principle on the provision of credit facilities to 
West Germany for the purchase of important raw materials; the arrangements 
are expected to come into operation as soon as the West German Government lifts 
its present import restrictions. The new system will be based on private agree- 
ments between banks and will be a continuation of arrangements that were in 
force between Germany and Holland before the war. The finance available will 
be in the region of 15.5 million florins. 


Norway 

An official report on the activities of state banks in Norway shows that these 
institutions increased their loans from Kr. 782 millions at the end of 1946 to 
Kr. 1,775 millions at September 30, 1950. These banks were created to finance 
nvestment in certain essential industries and in housing. They were originally 
xpected to obtain their resources by bond issues, but during the second half of 
1950 they were unable to float any long-term loans at the rate of interest offered; 
their outstanding bonds are at present being traded at 5 to 8 per cent. below par. 
norder to cover loans alre ady § granted, the state banks have therefore been forced 
to borrow Kr, 200 millions in short-term credits from private banks and the 
Ministry of Finance. The private banks and life assurance companies, however, 
have let it be known that they are unlikely to be able to extend their holdings of 
state bank bonds in 1951; they argue that their resources are needed for financing 
imports and investments with a high priority. As the state banks have already 
contracted to pay over Kr. 500 millions in new loans in 1951, this has caused a 
serious financing problem. In an effort to resolve it, the Ministry of Finance has 
sought authority from Parliament for a plan to utilize Kr. 400 millions of State 
Regulation Account funds in the Bank of Norway for loans to the state banks. 
This account consists of counterpart funds for foreign loans and of revenue from 
a capital levy. 
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Peru 


The Peruvian Government has approved a six-year programme of public 
works. The cost of the programme is estimated at 3,300 million soles, of which 
2,000 million soles will be allocated to irrigation and the remainder to highway 
development. The finance needed to implement the plan is to be drawn partly 
from domestic sources and partly from overseas borrowing. 

The Central Bank has reduced from 75 per cent. to 10 per cent. the proportion 
of sterling and Argentine peso earnings that exporters must convert into exchange 
certificates. For other currencies the proportion that has to be converted will 
remain at 75 per cent. 





Philippines 

In accordance with the recommendations of the Bell Mission, several new tax 
laws and a minimum wage law have been proposed by the Philippine Government 
and approved by Congress. New taxes have been imposed on distilled spirits, 
fermented liquors and cigarettes. A luxury sales tax has also been imposed, 
together with increased customs rates on all imported articles; the latter now 
range from 25 per cent. on semi-essential goods to 50 per cent. on semi-luxuries 
and 100 per cent. on luxuries. All sales of foreign exchange are to be subject toa 
17 per cent. excise duty. A Minimum Wage Board is being established to enforce 
the new wages le -gislation. 





Rhodesia 


The Minister of Mines and Transport of Southern Rhodesia has stated that the 
Government is actively pursuing the Chamber of Mines’ suggestion that a propor- 
tion of the country’s gold output should be sold on world premium markets. At 
the same time, however, he issued a warning against optimistic assumptions about 
an early decision or about the extent to which such a step would help the gold- 
mining industry. The Minister conceded that the re-armament programme was 
causing great difficulties for the gold-mining industry, which was suffering from 
rising costs without benefiting from the rising prices that were coming to the aid of 
the country’s base mineral industry. He argued, however, that extra expenditure 
on defence and on drought relief precluded assistance to gold producers through 
reduced taxation or through subsidies. 





Spain 

The annual report of the Bank of Spain states that the country attained a 
favourable balance of payments during 1950—but only at the expense of a reduc- 
tion in imports, to the detriment of the supply both of consumption goods and 
productive resources. The shortage of capital goods acted as a strong brake on 
the country’s economic progress; monetary trends are stated to have been an 
effect rather than a cause of this state of affairs. 





United States 


President Truman has called for a strong inflationar y programme, including the 
extension of controls on prices, wages, credit and rent “ without special exemptions 
for special groups "’, the maintenance of price and wage controls for the next two 
or three years at least and the levying of heavier taxes. The President asserted 
that the economy had only just begun to feel the effect of military demands on 
supplies of raw materials, manpower and plant capacity. The “ largest part " of 
the problem was still ahead. 

The sanction of Congress is being obtained for an amendment to the Assignment 
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of Contracts Act. This would facilitate lending by banks and finance companies 

public to defence manufacturers whose activities have been hampered by lack of resources 
which Some manufacturers receiving war orders in excess of normal levels have found 
shway that they are unable to obtain sufficient commercial credit, except through assign- 
partly ment of the contract to factoring houses or banks. According to a ruling by the 
Attorney-General, the Government is at present entitled to deduct items such as 
ortion tax deficiencies from contractual payments made to banks or factors. This has 
hange made lenders reluctant to take up assignments and has tended to impede the 
will expansion of production. The amendment to the Assignment of Contracts Act 


withdraws this right from the Government. 
The vice-president of the Federal Reserve Bank of New York, Mr. Werner 
Knoke, has asserted that the drain on America’s gold stocks since September, 
— 1949, is a development that should be regarded as satisfactory from America’s 
own ieiel of view. Mr. Knoke maintained that the movement not only reflected 


ort a basic improvement in economic conditions abroad but would also lay the ground- 
ceed. work for further progress towards the objectives of America’s post-war foreign 
ri economic policies—general inter-convertibility of currencies and freer, multilateral, 
curies non-discriminatory world trade. He also stated that proposals for an increase 
tea in the American gold ~~ beyond the $35 per ounce level were unjustified; he 
ante argued that if the price of gold wer raised now it would greatly add to worldwide 


inflationary pressures. 


NEW CAPITAL FOR HAMBROS 


; The Capital Issues Committee has given its consent to a “ rights ’”’ issue by 
ut the Hambros Bank; the bank is raising £2,250,000 by an issue of {1 fully paid shares, 


Oper offered at 45s., to holders of their 400,000 {10 shares ({£2 10s. paid). The increasing 
5. At business transacted by merchant banks, as a result of the expansion of both the 
about value and volume of British exports in recent vears, has for some time led City 
gold- observers to suppose that a phase of capital expansion in the merchant banking 
was world might be about to begin. Hambros’ own deposits, for instance, rose by 
_— 5.2 per cent., to £49.4 millions, last year, and their acceptances rose by 19.4 per 
ard Ol cent. to 4109.2 millions. 
liture 7 
rough BANK OF ENGLAND AND THE FESTIVAL 
The Court of the Bank of England has issued a Festival brochure that tells the 
story of the Bank's development from 1694 to the present day—and does so with 
a pleasing — of serious commentary and attention to picturesque historical 
ned a detail. The brochure, which is handsomely illustrated and costs two shillings, is 
educ- primarily intended for overseas visitors, but there are few who work within the 
s and shadow of Threadneedle Street who will not find some new sidelight on City history 
ke on contained in it. 
n an 
. - 
Appointments and Retirements 
Barclays Bank — Mr. Frederick Cecil Ellerton, a vice-chairman, has been elected deputy chairman 
» the of the board of directors. Advance Dept.: Mr. S. Daniels, from Brompton Rd., Mr. R. A. Gould, 
tions trom Chelmsford, and Mr. A. G. Mansfield, an inspector, to be controllers of advances (London 
i district). Inspection Dept Mr. G. G. Collins, from Wardour St., to be an inspector. Goswell Rd.: 
; ard P 
t two Mr. R. J. Wetmon, a controller of advances (London district), to be manager. Minories: Mr. A. H. 
erted Coles, from Goswell Rd., to be manager. Plaistow: Mr. F. L. M. Pratt, from Upper Holloway, 
s on to be manager. Stoke Newington: Mr. E. R. Millard, from Plaistow, to be manager. West 
1s OF ger Y 
' of Green: Mr. C. H. Smith, from Waddon, to be manager. Nottingham—Meadows: Mr. W. Fishwick, 


from St. Ann’s Well Rd., Nottingham, to be manager; St. Ann’s Well Rd.: Mr. H. L. Parker, 
from Ripley, to be manager. Pinner: Mr. M. Edmunds, from Ruislip, to be manager. Ports- 
ment mouth, North End: Mr. N. Marshall, from Selsey, to be manager. Ripley: Mr. E. J. Goodfellow, 
from St. Peter's Gate, Nottingham, to be manager. Selsey: Mr. H. L. Wilson, from North End, 
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Portsmouth, to be manager southall, Station Approach: Mr. J. R. Butterworth, from Uxbridge 
to be manager youthampton, Bitter Mr. G. G. Morris, from High St., Southampton, to b. 
manager. Walsall: Mr. G. G. Maddison, from Birmingham, to be manager 

District Bank-——Mr. H. H. Helliwell, assistant inspector, to be inspector (staff dept.). Holm 
Chapel: Mr. J. L. Warburton to be manager 

Lloyds Bank— Devon and Cornwall Commitiee: Mr. Lloyd H. Fox has been appointed a member 


South Wales Committe Sir Percy E. Thomas, O.B.E., LL.D., D.L., has been appointed a member 
of this committee. Head Office, Chief lispector’s Dept.: Mr. L. A. Dyer, from Bromyard, and 
Mr. R. E. Hodgson, from Brighouse, to be inspectors. Sf. James's St., S.W.: Mr. I. R Campbell- 


Orde, from Hammersmith, to be assistant manager. New Swindon: Mr. S. R. Stidston, from 
Leeds, to be manager on retirement of Mr. L. Dunean, M.C. Piccadilly, W.: Mr. G. C. Watkins 
from St. James's St., S.W., to be manager on retirement of Mr. W. S. Hill-Reid. Taunton: Mr 
D. J. Clark, from Bedford, to be manager on retirement, owing to ill health, of Mr. L. Hender 

Midland Bank—Mr. W. G. Edington has been appointed sole chief general manager on retire 
ment, after 45 vears’ service, of Mr. H. L. Rouse Mr. Rouse has been appointed a director of 
the bank, and of the Midland Bank Executor and Trustee Co. Mr. Alexander Woods, a joint 
general manager, has retired after more than 45 years’ service. Mr. J. F. Habbijam, a joint 
general manager, to be deputy chief general manager and Mr. O. E. Wood, M.A., LL.B., a joint 
general manager, to be assistant chief general manager. Mr. F. E. G. Hayward and Mr. J. Fitton 
assistant general managers, to be joint general managers. Mr. L. H. T. Jones, a general manager's 
assistant, and Mr. J. Christopherson, from Leeds, to be assistant general managers. London 


Chart ise St Mr. A. E. B. Rich, of Queen Victoria St., to be manager on retirement of Mr 
E. T. Richardson: C: eu 7: Mr. A. F. Sibbick, of Fleet St., to be manager: Finshyiry Park 
Mr. T. A. Showell, of Blackfriars, to be manager on retirement of Mr. W. L. Wallis. Alcestey 
Mr. E. J. Banks, of St. Albans, to be manager. Bostor Mr. E. W. Godfrey, of Spalding, to be 
manager on retirement of Mr. A. Oughtred. Bridgwate Mr. T. R. Vine, of Corn St., Bristol. to 
be manager on retirement of Mr. M. Barnett. Cottingham: Mr. H. W. Wood, of Malton, to be 
manager. Hucknall: Mr. H. C. Lockton to be manager. Hull, Hessle Rd.: Mr. G. C. Ainley, of 


Cottingham, to be manager on retirement of Mr. E. RK. Tutill. Leamington Spa, 126 The Parade 
Mr. E. S. Rimmer, of Alcester, to be manager on retirement of Mr. A. E. Needham. Sheffield 


Church St Mr. A. Stead, of New St., Birmingham, to be manager on retirement of Mr. H. K 
Caley. Spald Mr. J. A. W. Jarvis, of Hucknall, to be manager 

National Bank of Scotland—T oor: Mr. R. R. Campbell, from Galashiels, to be manager 
National Provincial Bank —Head O/f Idvance Dept Mr. |. R. Boyle, a controller, to be 


a joint chief controller; Mr. E. D. Corkill, from Piccadilly, to be a joint chief controller; Mr 


L. N. Gale, inspector of branches, to be a controller; Mr. G. V. Jones, from Trafalgar Squar 









to be a controller: Stock Def Mr. W. G. Joiner to be manager on retirement of Mr. F. Wilkins 
Mr. H. E. Denman to be deputy manager. Palmers Green: Mr. J. C. H. Willett to be manager 
{mmanford: Mr. D. W. James, from Merthyr Tydfil, to be manager. Deal: Mr. H. G. W. Reeves 
from Malvern, to be manager on retirement of Mr. C. W. Langdon. Horsham: Mr. C. H. Dillon- 
rrenchard, from Southsea, to be manager Llanelly Mr. D. Cornock, from Ammanford, to be 
manager on retirement of Mr. J]. F. Davies. Lianfyllin: Mr. G. R. Pritchard, from Deganwy, 
to be manager on retirement of Mr. R. |. Williams. AJalveri Mr. E. H. Taverner, from Bristol 
to be manage! Vert ugh: Mr. F. W. Heseltine, from Ilkeston, to be manager on retirement 
of Mr. R. Davson Vold: Mr. E. M. Davies, from Tatts Well, to be manager on retirement of 
Mr. O. H. Watkin \ ustle, Staff Mr. E. E. Wildsmith, from Head Office, to be manager 


on retirement of Mr. W. L. Kingdon south Molton: Mr. C. L. R. French, from Trowbridge, to 
be manager on retirement of Mr. A. S. Marsh. Taff; Well: Mr. W. Hughes, from Warrington 
to be manager. Jonhridge \Ir. F. H. Young, from Horsham, to be manager on retirement of 
Mr. W. Trees 

Royal Bank of Scotland—Mr. Thomas Gordon Waterlow, C.B.E., has been appointed an 
ordinary director Glasgow, Springhurn: Mr. D. J. MacPhail, of Giffnock, to be manager on 
retirement of Mr. 1). Scorgie. Giffnock Mr. J. M. Kellie, of Trongate, Glasgow, to be manager 
Union Bank of Scotland —/:dinburgh—Leith: Mr. D. Burgess, from Corstorphine and Murray- 
field, to be manager on retirement of Mr. R. L. Gorrie; Corstorphine: Mr. F. J. T. Fisher, sub- 
manager, to be manager; JA/urravfield: Mr. |]. W. Baird, from Haymarket, Edinburgh, to be 
manager. Glasg Govan and Langlands Rd.:; These two branches are to be placed under separate 
management. Mr. |. C. Harvey, at present manager of both branches, will continue as manager 
at Govan and Mr. I). Drysdale to be manager at Langlands Rd 

Westminster Bank-—/orcign Branch Office, 41 Lothbury: Mr. G. West to be an assistant manager 
on retirement of Mr. J. E. Pattison; Mr. G. W. Parkinson to be a manager's assistant. Burton 
on-Tvent: Mr. F. T. Yeomans, from Sutton-in-Ashfield, to be manager on retirement of Mr. $ 
Parsons. High Wycombe: Mr. E. H. T. Gladman, from Hitchin and Stevenage, to be manager in 
succession to the late Mr. F. J. Perrin. Hitchin and Stevenage: Mr. H. W. J. Wright, from 
Hatfield, to be manager. Lewisham: Mr.S. A. Ridge, from Bromley, to be manager on retirement 
of Mr. C. S. Wilmshurst. South Kensington: Mr. E. G. Price, from Finchley, Church End, to be 
manager on retirement, owing to ill-health, of Mr. G. S. Youde. Oaken Holt Training Centre: 
Mr. E. G. Balcomb, from Staff Training Centre, London, to be principal in succession to the late 


Mr. S. T. Rawson. 
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Treasury Deposit Receipts 


Raised Redeemed 
{m gm 
1949 Dec. aa” x. a : 260.0 142 
1950 March 31 .. ss — 29 
June 30 .. ay ma 140.0 190. 
Sept me - 6% - . 55 
Nov Oe Ka eal ae" 95 116 
Dec ee ‘in a 100.0 
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April 28. . 
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0 
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* Periods ended on last Saturday in each month, except at final month in each quarter. 


t The T.D.R. issue reached its highest level on September 7, 
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Britain’s Gold and Dollar Reserves 
(Millions of U.S. dollars) 
Net Financed by : 
Deficit —————— ~ = =.= 
U.S. and Purchases S. African 
Canadian from Gold E.R.P 
Credits I.M.F Loan 
1123 ~ 
3273 240 


Years and 
Quarters 


1940 

1947 

7, 
se wa 88 

II e- oe 10 

Ill 

IV 


Total, 1948 
1949 : 
I 


II 
IIT 
IV 


Total, 1949 


1950 
l 
Il 
III 
IV 


Total, 1950 


1951: 


I 


1945, at £2225 millions 
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35.0 
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Period 


Change 
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+ 220 2696 
- 618 2079 


+ 162 2241 
— 321 1920 
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The 
BURNLEY 
BUILDING 
SOCIETY 
FOR INVESTMENT 
AND MORTGAGE 


Write for particulars— 
Head Office: GRIMSHAW STREET, BURNLEY 
London Office: 102-3 HIGH HOLBORN, W.C.I 


Chairmen: SIR JOHN H. GREY, J.P. 
General Manager: WILLIAM HIRST 


ASSETS EXCEED £29°000:000 





THE BRITISH LINEN BANK 


Incorporated by Royal Charter, 1746 


reserves 
end of et ee eae lie te 
Period Head Office:—38 ST. ANDREW SQUARE, EDINBURGH 


tat Branches throughout Scotland 

Ve London Offices: 

2241 City Office:—38 THREADNEEDLE STREET, E.C.2 

tt West End Branch:— 198 PICCADILLY, W.! 
Affiliated to Barclays Bank Limited. 





A. M. BONNER, LTD., 30 Lime Street, London, E.C.3 


Phone 


“S __eosBER STARE: 


Established 
1884 


Dating Stamps, Re . Automatic Numbering and 
Endorsing Inks and URGENT ORDERS Dating Machines, Company 


Self - Inking Pads a speciality Seals, General Engravers 





BANK OF ATHENS 


CONTINUED ENPANSION OF BUSINESS 


INCREASED NET PROFIT 


MR. COSTI J. ELIASCO’S REVIEW 


irse of his speech % the 5 distribution of such deposits amongst all banks 
veneral meeting of the Bank of in the country will henceforth be entrusted t 
held at its head office \thens, on the Bank of Greece These funds will have to 
the Chairman and General Manager be used in accordance with regulations estab- 
liasco, stated that the vear 1050 lished by the Currency Committee, which has 
first by a certain improvement increased its restrictions on bank credits 

is, Which however was not However, it remains to be seen whether the 

with the outbreak of hostilities inflationary pressure should not primarily by 
untries established defenc: checked by a wholesale reduction of govern- 
resultant serious reper ment expenditure. Without such a measure all 

economy controls might prove ineffective as, for 

a example, the recent compulsory change of 

Vas just emerging trom a 1 


t 


earer shares to registered shares 
¥ war against Communism 


} } he 3 ‘re ry ive ne 
this sudden change, and the Che Bank's affairs were very active during 


1950 marking a new record of expansion 
Ihe balance sheet submitted totalled Drs 
1,096,132,000,000, equivalent at the official 


curtailment of hei share ot 
seriously affected her reconstruc 
lhis has rendered precarious 

rate of Drs.42,000 to £26,008,38L as against 
Drs.640,264,000,000 or £15,244,351 for the 
preceding veat Deposits show an_ increase 
f 63 per cent., corresponding to more thar 
me-third of the total increase of all bank 
mld be impossible with deposits in the country Net profits for the 
: year amount to Drs.7,552,203,223, and it is 


of the United States on 
proposed to distribute a dividend of Drs.35,000 


realised, and owing to the 
the country, devastated 

outrageous Communist 
rs of patient toil and aid 


aintain and develop this 


depend for a long while 
net for each new share of Drs.1,000 issued 


inflation the Bank of exchange for ten old shares of Drs.1oo The 
otter gold sovereigns dividend for the previous year was Drs.2,400 
which banknotes werk per old share 


circulation at a pace which , 13 
ae P During 1950 the Bank acquired the building 


astened by the anxiety resulting from the housing its branch at Port Said and _ also 


rnational tensioi Che Chairman stressed . . ' : 
. “ ; 2 several sites in Greece for enlarging an 
hoarded old could become beneficial to 
m erecting local branches 
country’s economy, but emphasised that : ; ; 
Che Branches in Egypt have contributed to 


if sound economic principles can restore th an even greater extent to the profits and the 


confidence so seriously impaired, in th affiliates in New York and Johannesburg con- 


this purpose time alone and the application 


national currency. Salaries and profits cannot tinue to make satisfactory progress 


continuously mount, he said It is necessary \fter paying tribute to the devotion and 
to work more and spend less and the example — abilities of the staff, the Chairman, in ¢ 
for this should be set by the Government: an clusion, said: In looking to the future, it 1s 
increase in taxation will be borne with more — necessary, despite the grave difficulties through 
ourage if justified and equitable. which we are now passing, that we should not 
be influenced by the darker phases, such as the 
war in the Far East, and the efforts of th 
Communist block to terrorise the world by the 
menace of local or general attack \s long as 
the spirit to remain a free nation prevails as a 
principle it will have the support, whatever 
the effort it may demand, of all those countnes 
During the year under review the privilege even though small, which are nevertheless 
ld by one bank for accepting deposits of tenacious and determined in the struggle for 
blic institutions came to an end and the the defence of their liberties 


I:xports still lag far behind owing to high 
ome prices and the deficit of the commercial 
balance has further increased, but a consider- 
ble effort was successful in resuming tobacco 
exports to Germany, with which country com 
ercial relationship was re-established 
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BANK MELLI IRAN | 


(NATIONAL BANK OF IRAN) 
Incorporated by Law in 1927. Holder of Exclusive Right of Note Issue 
CAPITAL FULLY PAID... ..5 sss sss Rials 300,000,000 
RESERVE (Banking Department)... ... ... ... Rials 1,210,000,000 
RESERVE (Issue Department) ome Origa Rials 1,000,000,000 
Governor and Chairman of Executive Board: H.E. IBRAHIM ZEND 


HEAD OFFICE: TEHRAN, IRAN (Persia) 


Over 190 Branches and Agencies throughout Iran 
New York Representative: London Representative: 
One Wall St., New York 123 Old Broad St., London, E.C.2 
CORRESPONDENTS IN IMPORTANT CENTRES ALL OVER THE WORLD 


The Bank, through its Banking Department, offers complete banking service for Foreign Exchange 
Transactions, provides special facilities for Documentary Credits, etc., and with its numerous 
Branches in Iran deals with every description of banking business. Especial services for all kinds 
of information regarding import, export and trade regulations in force in Iran. 


ADMINISTERS NATIONAL SAVINGS 


BANCO INTERNACIONAL DEL PERU 


Head Office: LIMA 


Branches at AREQUIPA, CALLAO, CANETE, CUZCO, CHEPEN, CHICLAYO, 
CHINCHA, HUACHO, HUANCAYO, ICA, MIRAFLORES, PACASMAYO, 
PIURA, SULLANA, TALARA and TRUJILLO 
Established 1897 Cable Address: INTERBANK 


OFFERS COMPLETE BANKING FACILITIES TO BANKS AND MERCHANTS 


Correspondence is invited regarding collections and drawing arrangements in dollars 
sterling or Peruvian currency 


London Agents: — 
BARCLAYS BANK LIMITED, 168 Fenchurch Street, London, E.C.3 


BANKERS TRUST COMPANY, 26 Old Broad Street, London, E.C.2 
CENTRAL HANOVER BANK & TRUST COMPANY, 7 Princes Street 
COUTTS & COMPANY, 15 Lombard Street 
MIDLAND BANK LIMITED, Overseas Branch, 112 Old Broad Street, London, E.C.3 
MARTINS BANK LIMITED, 68 Lombard Street, London, E.C.3 
NATIONAL PROVINCIAL BANK LIMITED, | Princes Street 








BAYERISCHE VEREINSBANK 


Every description of National and Foreign banking 
business transacted 


MUNICH, 5 Maffeistrasse — NUREMBERG, 2! Lorenzerplatz 
AUGSBURG, 37 Maximilianstrasse 


Offices and Branches all over Bavaria 


Correspondents in all important places of the World 
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BANCO DE CREDITO DEL PERU 


PERU'S OLDESI 


SIXTY-THIRD 


N our last Report, when commenting on the 
[econom development of the country in 
1949, we mentioned as the most important 
event of that period, the firm policy of our 
Government to restore complete econom« 
freedom [he progressive abolishment of 
controls and restrictions has produced most 
satisfactory results, proving the wisdom of that 
policy. Economic activities developed in an 
atmosphere of and security This en 
couraged private effort and, as the return to 
free enterprise in the country coincided with a 
favourable international price development, a 
prospective prosperity was noticeable in almost 
every field of the nation’s productive activity 


order 


In general, agricultural results were satis- 
factory, with the exception of rice and cotton in 
the Piura valley which suffered the conse- 
quences of the summer drought Therefore, 
national rice production did not completely 
meet the domestic demand which had to be 
satisfied partly by imports. Mining received 
valuable stimulation from the higher quotations 
of the principal metals in world markets. The 
promulgation of the new Mining Code, with 
its modern tax system, revived the interest in 
this activity. Coal exploitation is progressing 
and there are good prospects for exports. Gold 
production and prices remained unchanged 
[he petroleum and derivatives industry con- 
tinued on practically the same level as the last 
years; however, there was an increase in the 
production of the Empresa Petrolera Fiscal 
which began exporting to the Argentine 


In general, manufacturing industries 
developed steadily and with favourable results 


FOREIGN TRADE 


One of the clearest evidences of the country’s 
improved economic situation is its foreign trade 
development Notwithstanding the greater 
freedom of imports during the past year, 
Peru's foreign trade balance which had shown a 
deficit for three consecutive years, was favour 
able in 1950. Two remarkable consequences of 
this development are the increase in the gold 
and foreign exchange reserves of the Banco 
Central de Reserva del Peru and the increase 
in fiscal revenue. As a result, quotations of the 
national currency remained firm throughout 
the year, and larger resources allowed the 
Government to contemplate and initiate im- 
portant public works 


Che favourable development of foreign trade 
in the course of the year justified a progressive 
elimination of existing restrictions This 
gradual and prudently pursued policy cul 
minated at the beginning of the present year 
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The fomento banks, due to adequate mea- 
sures tending to increase their resources were 
able to extend their operations, the limitations 
of which had not allowed the expansion of 
several branches of our production. The Banco 
Central Hipotecario del Peru, specially, was 
able to renew the granting of mortgage loans 
and this contributed to greater activity of the 
building trade 


In reviewing this year, it is with intense and 
renewed grief that we mention the irreparable 
loss we suffered by the death of our beloved 
Managing Director, Mr. Ernesto Magnani, on 
May 24. For 30 years he devoted his extra- 
ordinary intelligence and administrative capa- 
city, his technical preparedness and surprising 
industry to our Bank, which owes a great deal 
of its flourishing prosperity during the last 30 
years to this exemplary official, whose spirit is 
still to be felt in all our activities and whose 
memory will remain as a constant inspiration 
of devotion to the Bank 


The functions of the General Management 
have been assumed by our Managers, Mr. Luis 
Bortesi and Mr. Enrique Novak, who during 
their long years of service have proved their 
ability to act in this capacity 


RECORD DEPOSITS FIGURE 


The Balance Sheet and results which we have 
the satisfaction to submit to you, show the 
growing development of the Bank. Once more, 
the figure of the deposits entrusted to us by 
our clients exceeds that of any preceding year 
The customary prudence of our Institution has 
guided our loan policy, without prejudicing 
the continuation of our active support of sound 
commercial and industrial activities 


During 1950 our network of branches was 
enlarged by the opening of our offices in Tingo 


Maria and Barranco. As announced in our 
last Annual Report, the modern building at the 
corner of Calles Melchormalo and Carrera ot 
this capital was placed at the service of our 
clients, as well as the new building of our 
Arequipa Branch. Also, we have opened two 
new city branches in Lima: at Calle Correo 
No. 113 and Jirén Unién No. 794 


The General Meeting 
Shareholders, held on December 27, 
1950, approved the capital increase from 
S/. 26,000,000.00 to S/. 40,000,000.00, by means 
of the issue of 140,000 new shares, fully paid- 


up 


Extraordinary ol 
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\fter having written off investments made 
juring the vear in buildings, furniture and 
fittings, and after making ample depreciation 
and provisions the profits obtained in 1950 
gmount to ° ne ~) 
which together with the 

balance of undistributed 

profits of previous year 


9,220,193 53 


2,433,080 48 


makes a total of S/. 11,653,244.31 


We propose that this sum be distributed as 


follows 


To the Ordinary Reserve 4,000,000.00 


To the Shareholders a 
dividend of 16%, of 
which 6 has already 


been paid 4,160,000.00 


To the Board of Directors 
and the Personnel of 
the Bank, in accordance 
with article 40 of our 
Statutes 


Leaving in the Extra 
ordinary Reserves ac 
count a balance of un- 
distributed profits of 
previous years of 


2,571,227.93 


Total S/. 11,653,244.31 


Once the above distribution has _ been 
approved, the Capital and Reserves of the 
Bank will be as follows : 


Paid-up Capital .. : S'. 40,000,000.00 
4 


Legal Reserve 10,000,000.00 


Legal Reserve of the Sav 


ings I Jepartment 20,000,000.00 


Ordinary Reserve 15,700,000.00 
Undistributed profits 
previous years 


Total 


which means an increase of S/. 17,614,252.35 as 
compared with December 31, 1949 This 
includes the capital increase effected in 
January of the present year 


The Board of Directors takes pleasure in 
expressing its gratitude to the clients of our 
Institution for their confidence and support, 
and to the Management and personnel of the 
Bank for their splendid collaboration. 


The Board of Directors, in virtue of the 
faculty conferred on it by the Statutes, appoin- 
ted Messrs. Santiago Gerbolini and Manuel 
Mujica Gallo to fill existing vacancies 


Lima, Peru, February 16, 1951. 


BANCO DE CREDITO DEL PERU 


CONDENSED BALANCE SHEET 


ASSETS 
Cash and Funds available 
Loans and Discounts 
Securities 
Securities held as Guarantee 
for Savings Deposits 
Bank Premises, Furniture and 
Fixtures 
Exchange 
Sundries 


335,617,141.26 
676,793,877.81 
7,936,048.70 


12,814,760.00 


1,800,001 .00 


Operations and 
206,437,777.26 


.241,399,606.03 


Securities held as Collateral 
against Loans, and in Safe 
Custody 

Bills for Collection 

Mortgage Guarantees 

Debtors per Contra 


537,549,076.37 
368,245,812.41 

37,935,197.37 
124,759,400.17 


S,.2,309,889,092.35 


DEBIT 
Interest Paid and Payable 16,749,005.36 
Personnel Expenses ; +  28,540,072.25 
Taxes .. oe a re 7 7,278,442.12 
Administration Expenses : 7,157,469.20 
Personnel Indemnity 3,817,341.59 
New Bank Buildings, Furniture, 
Fittings and Machines written 
off ae ; és 3,740,975.77 
Charge-offs and Provisions 
for same ; , ‘ 
Balance of Profits brought for- 
ward from previous years . Ps 2,433,080.48 
Profits of the present year... on 9,220, 163.83 
S/. 79,533,583.33 


597,032.73 





PROFIT AND LOSS ACCOUNT 


3ist December, 1950 


LIABILITIES 


Capital ea as an fF 
Reserves ; ‘i = 
Deposits ; 
Exchange Operations and 

Sundries a : ; + 243,365,175.92 
Profit and Loss Account 9,220, 163.83 


26,000,000.00 
48,633,080.48 
914,181,185.80 


S/.1,241,399,606.03 
Deposits of Securities held as 
Collateral against Loans, and 
in Safe Custody ; ; S 
Deposits of Bills for Collection oe 
Mortgage Guarantees io 
Creditors per Contra 


537,549,076.37 
368,245,812.41 

37,935,197.37 
124,759,400.17 


S .2,309,889,092.35 


31st December, 1950 


CREDIT 


Interest Collected, Commissions 
and other Income a 


Balance of Profits from previous 
years ‘a ‘a ae 2,433,080.48 


77,100,502.85 


‘S/. _79,533,583.33 





UNION BANK OF SCOTLAND 


SUBSTANTIALLY 


REVIVAL O} 


SOUND ECONOMY 


THE RT. HON 


Meeting of Shareholders of 
Bank of Scotland, Limited 
Mav 3 In Glasgow The 
Bilsland, M¢ DL 
in the chair 

of his speech 


HE Annual 
the Union 
was held on 
Right Honourable 
LL.D., Chairman of the 
The Chairman, in the 
said 
I have pleasure in Report 
and Accounts for the year ended April 2, 1951 
The balance sheet total is now 493,980,000 
in increase of 2,000 compared with last 
This 1s accounted for chiefly by a sub- 
which at 
more 
than Io per cent. higher than last year. Accep- 
tances and Guarantees on behalf of customers 
at 44,655,000 show an increase of £1,796,000 
[his is due to the expansion of foreign trade 
and represents facilities afforded to customers 
engaged in importing raw materials or ex- 
porting finished Our note circulation 
continues to expand and at £7,743,000 shows 


Lord 
Board 


ourse 


submitting the 


49,52 
veal 
stantial 


£77,854,000 


increase in our deposits 


are £7,496,000, or rather 


an increase otf £523,000 
On the assets side of the balance sheet, cash 
2ll and short notice amount to 


44 S07,000 The 


and money at 
24,500,000, an increase of 
[reasury policy of financing short-term bor 
rowing by increasing the issue of Treasury Bills 
und restricting the Treasury Deposit 
joint stock banks, to which I 
continued during 
Our holding ot 
Treasury Receipts stands at 
41,000,000, a reduction of £500,000 On the 
other hand, our Treasury Bills show an increase 
of £410,000. These liquid resources amount in 
ill to £26,467,000, about 31 per cent. of out 
liability on deposits and notes 1n circulation 
British Government mostly short 
dated, stand in the books at 438,659,000, an 
increase of 41,141,000 during the year. The 
market investments 1s, in the 
aggregate, in excess of the which 


they appear in the 


issue of 
Receipts to the 
referred last vear, has been 
review 


the perl id under 


Deposit now 


Securities 


value of our 
amount at 


balance sheet 


COSTS 


EFFECT OF RISING 

The question of banking advances 1s one 
which in these days requires much considera 
tion The Chancellor of the Exchequer has 
the full co operation of the Banks in his eftorts 
to ensure that facilities should not be granted 
for speculative or other purposes inconsistent 
It appears, however, 
traders are in many 
regular purchases of 


with the national interest 
that manufacturers and 


cases unable to make 


INCREASED 


CONFIDENCE 


FIRST 


LORD BILSLAND'S 


DEPOSITS 
IN STERLING 


LINE OF DEFENCE 


ADDRESS 


stocks to meet their normal requirements, and 
temporary banking accommodation is required 
them in acquiring goods at such 
irregular intervals as these may become avail- 
able. On this account, and also because of the 
marked rise in prices, the high level of taxation 
and the increase in the cost of overheads, it is 
becoming increasingly difficult for customers 
to meet their financial requirements out of their 
own Our loans and advances at 
£20,878,000 show an increase of £1,810,000 
The increased earnings arising from the 
employment of the larger funds at our 
disposal during the year have been offset by 
the continued growth in all costs of 
administration, particularly those relating to 
salaries and other staff provisions. The profit 
for the year, after making full provision for 
taxation and for all bad and doubtful debts 
amounts to £245,000, about 4/750 less than 
last vear \ sum of 480,000 has been set aside 
as a reserve for contingencies and the usual 
allocation of 440,000 has been made towards 
our liability for pensions and allowances. After 
giving effect to these allocations and providing 
for the dividend of 18 per cent. recommended 
by the Board, the amount carried forward will 
be 4 184,600, an increase of 4/1 2,00¢ 
During the year under review ther 
marked deterioration in international affairs 
which increasingly dominate the economy of 
the world ; 


\ REMARKABLE RECOVERY 


Largely as the result of the changed situa- 
tion in the United States there was a remark- 
able recovery in the latter part cf last year in 
the position of our balance of payments, which 
led to the suspension of Marshall Aid and the 
termination of drawings on the 1946 Canadian 
Credit The manner in which the U.S.A. has 
discharged the responsibilities of economi 
leadership, thrust upon her by the effect of 
the war. has not only earned our gratitude, but 
has indeed Europe from chaos. We 
acknowledge generous aid which 
Canada has given to us. While the recovery 
in our balance of payments and the revival of 
confidence in sterling was largely due to 
external factors, a very considerable contribu- 
tion to our improved position was made by 4 
gratifying increase in the volume of our dollar 
exports, and in our invisible earnings, and by 
a reduction in the volume of our dollar imports 
following devaluation 
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NEED FOR SUSTAINED EXPORT TRADE 
In the early months of 1951, however, a 
jisturbing deterioration in our external posi- 
tion re The visible trade gap for the 
first quarter of 1951 was more than three 
times that of the first quarter of last vear 
This is due in large part to the fact that the 
prices we must pay for our imports have risen 
much faster and much further than the prices 
tor our exports and to some reduction 
in the volume of our export trade. For 
xample, U.K. imports in March this year 
ncreased in value by 482,000,000 compared 
with the same month last year, but exports 
increased by only The April 
overseas trade are more encouraging, 
marked reduction in the adverse 
recovery in dollar exports, 
particularly to Canada. It is to be hoped that 
this trend may continue \ sound economy 
is the first line of defence, and it is imperative 
that every eftort should be to sustain our 
export trade at the highest possible level 


RAW MATERIALS POSITION 

Our economy, already severely strained 
must now shoulder the additional burden of a 
1 rearmament programme which, excluding 
stockpiling, 1s estimated to « {4,700,000,0C0 
juring the three years from April, 1951. This 
expenditure 1s essential, so that we may defend 
ur freedom and play our part in the resistance 
world to the aggression which 
In the task to be laid upon it 
to the oc the limit 
but it 1s 


urred 


received 


40,000,000 
figures of j 

showing a 
balance and a 


made 


ost £4 


f the free 
threatens us 
ndustry will rise casion t¢ 


fits capacity as it has always done 


faced with serious difficulties bevond its 


control. The maintenance of a steady flow of 
production depends on the availability of the 
necessary raw materials. Unhappily there is 
cause for concern regarding the supply of 
certain raw materials, including those necessary 
to sustain the maximum production of steel 
in this country The great manufacturing 
centres of the world to-day are suffering from 
the fact that, over the comparatively recent 
period of great development in manufacturing 
capacity, so much more thought has been 
given to the expansion of the means of produc- 
tion than to the provision on an adequate 
scale of the raw materials necessary to sustain 
an ever-increasing demand. F 


MEASURES TO CURB INFLATION 

The Budget opened by Mr. Gaitskell on 
\pril 10 is interesting chiefly in the measures 
proposed to curb inflation. It would appear 
doubtful whether they will in fact prove 
adequate to prevent the accelerating spiral 
tendencies which would be so dangerous to our 
economy It is regrettable that the 
Chancellor failed to use the safeguard against 
inflation of substantial retrenchment in Govern- 
ment expenditure. The difficulty in filling the 
gap by increased production, and the effect of 
the rearmament programme, together with the 
collapse of wage stabilisation policy, make our 
economy very vulnerable. The increased rates 
of income tax and of the tax on distributed 
profits have the effect of still 
further reducing the formation of risk capital 
on which our progress and prosperity so greatly 
depend 
The report and accounts were adopted. 
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First Investment iil 


10° 
94° per annum 
Income Tax borne by the Society 


Sums up toa total holding of £5,000 are accepted 
Abbey 


investment in the 
further particulars, apply for a copy of the 
Society’s Investment Booklet and Balance Sheet. 


Total Assets £122,000,000 


ABBEY NATIONAL 


BUILDING 


HEAD OFFICE: ABBEY HOUSE, BAKER ST., LONDON, N.W.1 i] 
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Reserves £6,656,000 
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BARCLAYS BANK LIMITED 


The 


BARCLAYS BANK (DOMINION 
COLONIAL AND OVERSEAS) 


Barclays 


Group BARCLAYS BANK (CANADA) 


BARCLAYS BANK 
of Banks (FRANCE) LIMITED 


THE BRITISH LINEN BANK 


Other Associated Companies : 

Barclays Trust Company of Canada 
Barclays Overseas Development Corporation Limited 
Barclays Bank Executor 
and Trustee Company (Channel Islands) Limited 


This organisation, with correspondents through- 
out the world, is able to offer to those concerned 
with trade or travel abroad all the services a 
modern Bank can perform for its customers. 





HAMBROS BANK 


MR. R. OLAF 


HAMBRO ON 


EXPANSION 


OF BUSINESS 


meeting ol 
held in 


annual general 
Bank Limited will be 
June 


HE 39th 
Hambros 
London on 7 

The following is the statement by the Chair- 
man, Mr. R. Olaf Hambro, circulated with the 
report and accounts 


The vear 1950-51 has been marked by 
ncreased activity and expansion in the business 
{the Bank which is clearly indicated by the 
total of the Deposits and the Acceptances 
vhich have risen during the year, in the case 
{ Deposits by 45.20 per cent. and Acceptances 
by 19.40 per cent. On the other hand the 
iquidity is again very high, the Cash, Money 
at Call, Bills and Government Stock amount 
to 76.38 per cent. of the Deposits, and Loans 
and Advances represent 25.54 per cent. of thé 
Dep sit figure 


With reference to the footnote to the Balanc« 
Sheet of outstanding confirmed credits, this 
figure has been unduly swollen by an excep- 
tional increase in sight credits coincidental 
ith the close of our year, but such are sub- 
stantially covered by contra confirmed credits 
reash balances in hand. The latter, of course 
has relationship in part to the increased amount 

our deposits 


The increased demand for finance by way 
{ London credit from all over the world is 
partly due to the rise in commodities but also 
t reflects the large increase in the world 
lemand for British exports and services. This 
sa healthy sign and indicates the still un- 
equalled position of London as a financing 
entre and the renewed confidence in Sterling 
as a sound currency. I would, however, 
venture to say it is becoming evident that the 
average cost at which such credit facilities are 
made available to bankers and traders abroad, 
n combination with the low discount rates 
vhich are still in operation here, is in the main 
too cheap, and as the demand intensifies it 
vill of necessity give rise to greater discrimina- 

nin the matter of charges 


It is our policy, as in the past, to reserve a 
lalge proportion of our available facilities for 
ur old customers in the Scandinavian coun- 
tes, and in this respect Norway and Denmark 
have been particularly active in their demands 

t sterling facilities and also to a less varied 
but by no means less active extent from 
Sweden, the demands of the last mentioned 
being confined in the main to the timber trade 
and its ancillary products of pulp and paper, 
the msing cost of which in the post-war years 
laving proportionately increased the shippers’ 


demands upon us for seasonal accommodation 
We also do what we can to help our good 
friends in Finland, within the limits imposed 
by the difficulties of their political situation 
Our old-established connection with Italy has 
also been well maintained and our business 
relations with the Italian banks and industries 
have shown considerable expansion during 
the year 


I referred in my last review to the increasing 
activities of our company, The 
Hambro Trading Co. of America Inc., and this 
year the total of exports to the United States 
through the medium of the Trading Company 
has risen to nearly $8,000,000 in the year 
1 would like to say a word of thanks and appre- 
ciation here to our good friends among the 
American banks through whose support and 
encouragement many of the initial Geacatties 
that inevitably arise have been 
surmounted 


associated 


I now come to the notice of an Extraordinary 
General Meeting which has been called to 
follow the Annual General Meeting for the pur- 
pose of giving effect to the recommendation 
of the Board to increase the capital of the Com- 
pany by 41,000,000 by the issue of one million 
fully paid 41 shares in the form of an offer to 
the holders of the partly paid shares at the 
price of 42 5s. od. per share. This will have the 
etfect of raising the capital paid up to £3,000,000 
and the reserves to over The 
Directors have come to the conclusion that the 
business now being undertaken necessitates an 
increase in the capital employed and, although 
we are assured of support from our larger 
shareholders, we have thought it proper to 
underwrite the offer. Naturally, in coming to 
this decision, the Directors have had to give 
careful consideration to the increase of taxa- 
tion and the mounting costs of running the 
business but they are confident that the wide 
margin between average yearly profits in the 
past and the extra cost of the dividend justifies 
them in pursuing this course of action 


{ 2,000,000. 


Mr. A 
the age 
Managing 


John Hugh Smith, who has reached 
ot 70 years, retired from his office of 
Director on March 31 but remains a 
member of the Board, where his wide know- 
ledge will still be of great use to the Bank 
Mr. H. N. Sporborg takes Mr. Smith's place as 
Managing Director 


I desire to again place on record my appre- 
ciation of the work of the Officials and Staff 
during the period under review and to extend 
to them my sincere thanks for their unvarying 
support in a year of sustained activity. 
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YORKSHIRE FIRE ACCOUNT 


fhe premium income in this Account rose 


INSURANCE COMPANY by £720,137 to £3,076,0y0._ The loss ratio 


40.29 per cent. compares with 41.21 per cent, 

PROGRESS IN ALL DEPARTMENTS in 1940, and expenses including commissior 
were 43.41 per cent., as against 42.01 per cent, 

\fter making provision for unexpired risks 

HE annual general meeting of The York and augmenting the additional provision by 
shire Insurance Company Limited was the sum of 450,000 transferred from the Appr 
held on May Pat York priation Account, we are able to carry / 309,70- 

The Rt. Hon. Lord Middleton, M.¢ the to the Profit and Loss Account, compared with 

chairman, in the course of his speech said £236,582 last year 

Once again, I am happy to re port ona yeal \CCIDENT \ND GENERAI ACCOUNT 


of marked progress in all departments 
[This Account, embodying numerous classes 


LIFE DEPARTMENT ot business, continues To ¢ xpand Ssatistactorily 

It is, I think, a tribute to the efficiency of | the over-all premium income now totalling 

British Life \ssurance institutions that at a 4,355,000, an increase OL 4494,352 Over 1949 
time when other torms ot saving are declining MARINE ACCOUNT 


the business of life offices is flourishing to a 
Our premium income expanded by ‘104,904 


and the Fund at the end of the year amounts 
to 42,524,301, representing 161.5 per cent 
the 1950 premiums, compared with 155 per 


remarkable degree. Our new lite business in 
1950 amounted to 4104 millions, a figure which 
far surpasses that for any previous vear, and 
there is every sign that the flow will be fully 1 
maintained this year [hat this growth is Cemt-. of the 1949 premiums in the previous 
not due merely to an increase in the amounts \ccount 2 \ 
of individual poli ies is evident from the fact DIVIDE D 
that the number of new policies issued rose After making substantial augmentation of 
from 3,711 in 1949 to 5,293 in 1950 reserves, the Directors are very pleased to be 
The life premium income has increased by ible to recommend an increase in the dividend 
over £300,000 to 41,655,950, while annuity from 11s. to 12s. 6d. per 41 of paid-up capital 
considerations have increased by over {400.000 In addition to the unexpired underwriting 
to £858.825. The Fund at the end of the year liabilities, the free reserves place us in a posi- 
was /19.270,452, representing an increase of tion of undoubted strength and stability 
over 414 miilions The report was adopted 


ROYAL BANK OF SCOTLAND 


INCORPORATED BY ROYAL CHARTER 1!727 
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HEAD OFFICE : 
ST. ANDREW SQUARE 


EDINBURGH URING the two hundred years of 


its history, the Bank has 

maintained a tradition of the personal 

touch, and is to-day exceptionally well 

equipped to provide its customers 
ASSOCIATED BANKS : 

GLYN, MILLS & CO. 


WILLIAMS DEACON’S 
BANK LTD. 


with a Banking service which is adap- 


table, individual and complete. 
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BRANCHES THROUGHOUT SCOTLAND AND IN LONDON 


TOTAL ASSETS £161,026,265 
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THE PRUDENTIAL ASSURANCE COMPANY LIMITED 


ANNUAL GENERAL MEETING 


IR GEORGE LEWIS BARSTOW, K.C.B class of business and it is therefore with satis 

van of the Company, presiding, in the — faction that [ announce that the Prudential is 

if his remarks, said now ready to issue group pension policies with 

participation in profits This will constitute 

PROGRESS OF BUSINESS an entirely new class of business and we feel 

that the step which we are now taking will be 

a major development in the progress of British 
insurance 


may perhaps draw your attention 
that last vear the total income olf 
inv for the tirst time excecded 
) In 1933-17 Vears earlier —ou1 
as only half this figure. During the 


INDUSTRIAL BRANCH 


d of 17 vears our total assets have In the Industrial branch the number o 


mM £277,000,000 to £608,000,000. We policies issued during the vear was 1,399,000 


n these impressive figures not merely assuring sums of 474,300,000, The averag 

their magnitude *t because they sum assured per policy was thus over £53. Thi 

rave been achieved if the Prudential total sums assured, including bonuses, unde 

ned and held the trust of its millions poli ies in force at the end of the vear, exceeded 

Ider £925,000,000, and the premium income for 
the vear exceeded £ 40,000,000 


ORDINARY BRANCH 


Ordinary branch the number of 
ued during 1950, including those Phe expansion of fire, accident and marine 
eas, WaS 130,000, assuring sums of business to which L have referred in previous 

Che total sums assured, including vears was continued in- 1950 rhe General 


ler policies in force at the end of branch premium income was /£5,300,000, an 


GENERAL BRANCH 


ceeded £675,000,000. The premium increase of over 41,000,000 In addition, a 
luding that in respect of deferred premium income of £1,000,000 was obtained 
pension schemes vas by our American company, making a_ total 

premium income of £9,300,000, of which about 


45,100,000 was derived from overseas sources 


EK BUSINESS 
INVESTMENTS 


I sound progress has been 
uur Overseas branches. More than During 1950 the higher level of market rates 
Ss were issued overseas assuring of interest which was experienced in 1949 was 
000,000 which is a new record maintained and a larger field for investment 
sums assured, including bonuses outside the gilt-edged market became available 
in force have increased during to us in the latter half of the yea \s a result 
nearly /£200,000,000 and the it has been possible to invest our accruing 
ncome for the vear exceeded funds on a more satisfactory basis than for 
000 Phi importance of this part ol several years 


we ‘ ‘ee ; 1 "ee ¢ 
usiness is demonstrated by the fact that During 1950, in addition to new money 


issured to verseas m ou 
assured in force overseas now amount arising from the increase in our funds, con- 


per cent. of the total Ordinary siderable sums became available for reinvest 
— ment as a result of maturities and realisations 
In total more than £50 million has been 
NEW DEVELOPMENT IN GROUP invested It may be of interest if I indicate 
PENSION BUSINESS broadly the net effect of these transactions on 
our portfolio of investments. Our holdings of 
British Government and British Government 
Guaranteed Securities have increased by nearly 
44$ million; United Kingdom Municipal and 
County and Public Board Securities by over 
1 million; Dominion and Colonial Govern- 
ment Provincial and Municipal Securities by 
over £3 million mainly in respect of our over 
seas business Debenture and Debenture 
Stocks, among which are included the large 
Participation in profits is long established in issues of loan capital to which I have referred, 
respect of life assurance policies, but it has not have increased by more than £20 million, pre 
utherto been extended to group pension — ference shares by nearly £2 million and ordinary 
schemes written in this country. We have felt shares by more than 434 million; properties 
‘or some time past that the benefits of partici have increased by £5 million and mortgages 
pation in profits should be extended to this and loans by over £1 million. 


ve now much pleasure in announcing an 

tant extension of our activities. Group 
ension Schemes have been assured by a 
imber of Life Offices for upwards of 20 years 

have constituted a considerable and 
growing proportion of the business written in 
the last few years. The premium income of 

Prudential in respect of such Schemes 
xceeded $5,000,000 In 1950 
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